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Cig) 
Foreword by the Minister of Finance 


The question of how the federal and provincial governments 
can consult together more effectively has assumed increasing 
importance in recent years. This is undoubtedly a reflection of 
the growing complexity of government activities and the fact that 
the actions of one level of government inevitably have implications 
for the actions of the other level in many fields of activity. 

This is particularly the case for fiscal and economic matters. 


The problem was recognized by the Tax Structure Committee 
in 1964 when the subject 'intergovernmental liaison on fiscal and 
economic matters'' was included in its terms of reference. Subsequent 
federal-provincial discussions determined that the subject was a 
very broad one, and that it would be desirable to have a comprehensive 
Study carried out. Consideration was given to making this a joint 
study, sponsored by the federal and provincial governments together, 
but it was concluded that there would be fewer complications if 
the Federal Government were to assume sponsorship. The Department 
of Finance agreed to do this, and entered into an agreement with 
Queen's University to have the Institute of Intergovernmental 
Relations at Queen's take on this project. The report from the 
Institute follows this foreword. 


While this was a federally sponsored study, it does represent, 
in many respects, a cooperative approach to this subject. It was 
designed, initially, in federal-provincial meetings, and all the 
governments cooperated with the study team during the research. 
Because of this background, and because all governments will be 
interested in studying this report as quickly as possible, the 
Department of Finance decided it should distribute the report as 
soon as it could be reproduced. 


It is necessary for me to state, therefore, that release of 
this report cannot be taken to imply acceptance by the Government 
of Canada of any statements, conclusions or proposals contained in 
the Report. Similarly, of course, acceptance in any way by provincial 
governments is not implied. No doubt all governments will want to 
devote considerable time to studying this Report before they can 
determine their positions with respect to its content or conclusions. 


With this express reservation, I would hope that the Report 
will provide considerable enlightenment on a difficult subject. It 
covers a broad field, and comes to some potentially far-reaching 
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conclusions which I am sure the federal and provincial governments 
will want to examine together. 


I would like, finally, to express a word of appreciation 
to Queen's University and the Institute of Intergovernmental Relatior 
for taking on this work, and to the members of all governments who 
cooperated with the study. 


E. J. Benson, 
Minister of Finance. 
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titute of Intergovernmental Relations 
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Minister of Finance and 
Receiver General 

Ottawa, Ontario 


Dear Mr. Minister: 


In accordance with the terms of 
the agreement authorizing the study, I have today 
placed in the hands of the Director, Federal- 
Provincial Relations Division, Department of Finance, 
the report on 'Intergovernmental Liaison on Fiscal 
and Economic Matters". 


Yours faithfully, 
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Director 
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INTRODUCTION 


In an important sense, most human relationships in 
modern society are federalistic in their concent and depend 
for their success upon the effective cross-reference of the 
component parts, both formally and incidentally. So it is 
with federal government. We err if we attempt to deal with 
intergovernmental associations in a vacuum and isolate them 
as mechanical forms distinct from the conduct of our daily 
affairs. 

But this at times we seem determined to do, regarding 
governments and their activities as ends in themselves, 
complete and sevarate from the lives of the peovle that they 
exist to serve. Intergovernmental liaison has no real 
meaning in such isolation. It only serves when it succeeds 
in making governments more adequate to their purposes. We 
are faced with two main problems in developing an effective 
and rational approach to this aspect of government in a 
federal state, First, there is that of just how it can best 
be joined in concept as part of the fundamental governmental 
purpose, and secondly, how it may best be structured in 
practical form to meet that end most effectively. Our ob- 
jective is to raise some questions and to offer some possible 
answers to the problems of intergovernmental relations with- 
in the broad scope of fiscal and economic policy. 

This study has its origin in the terms of reference 


given the Tax Structure Committee by the Federal-Provincial 
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Conference of October 13, 19643 


"7, future intergovernmental liaison on fiscal 
and economic matters." 


While some preliminary work had been carried out by offi- 
cials of the Government of Canada and in certain of the 
provinces, it was decided that a more comprehensive review 
of these intergovernmental relationships over the longer 
term was required. The Institute of Intergovernmental 
Relations at Queen's University was commissioned by the 
Government of Canada, with the concurrence of the Provinces, 
to undertake this task. 

The purpose was thus to examine and report on inter- 
governmental liaison as it is concerned in fiscal and eco- 
nomic matters. These areas include those general fiscal 
and economic policies and individual measures in which the 
federal and provincial governments are involved, as well as 
the fiscal and economic aspects of other government policies 
directed to particular ends. Within these broad limits the 
study has been directed at the organization and operation 
of cooperation employed between governments. It has been 
concerned with the internal structure of the federal and 
provincial governments only as this may be essential to the 
attainment of the main objective of determining the adequacy 
of the machinery for providing in the intergovernmental 
process the necessary intelligence in respect of the federal- 
provincial implications of the policies or programnes being 


developed and suggesting possible improvements. 


Bee) 
1. THE ORIGIN AND FORM OF CANADTAN FEDERALISM 


Federalism in the traditional definition of K.C. 
Wheare involves, as far as possible, a clear-cut division 
of constitutional authority between the component states 
or provinces and the national or central government, 

"By the federal principle I mean the method of 

dividing powers so that the general and re~= 


gional governments are each, within a sphere, 
coordinate and independent." 4 


Carrying this definition to its logical end, we find 
ourselves with two distinct political systems operating as 
sub-divisions of a geographical national whole. But fed- 
erations in the true classical tyne of Wheare's definition 
are not easily found and in its purely constitutional form 
Canada's government does not meet the federal test. But 
as in so many things, it is not what exists in strict legal 
form that counts but how it operates in actual practice, 

In this respect Canada exhibits most of the characteristics 
necessary t6 qualify as a federal state. 

The Fathers of Confederation attempted to create a 
country where the dual federalism of distinct central and 
regional authority was the guide. Essentially it was a 
country where each level of government would have its 


authority. It was one where, in the terms of James Madison, 


lx.c, Wheare, Federal Government, 4th Ed., Oxford, 
pis [ec een youn Ler 
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"The federal and state governments are in fact 
but different agents and trustees for the 
people, constituted with different powers, and 
designed for different purposes."., 


In the context of the more individualistic and simple 
society of those times, it was possible to think of a fed- 
eral state in this way. But if dual federalism was a sat-~ 
isfactory theory on which to found a nation, it did not 
take very long for it to become apparent that it was not 
a concept that could consistently prevail in a developing 
society. 

A number of forces; social, economic, and political, 
have contributed to throw the various units of government 
into continuous contact. What first and most constantly 
has influenced, and continues to influence, the course of 
events, has been the problem of a fiscal relationship. 
Very early in Canadian history it became evident that the 
financial resources of governments rarely coincided with 
their abilities to spend. 

There is no purpose here in adding to the endless 
debates on what the Fathers of Confederation really in-~ 
tended to accomplish when they agreed to the resolutions 
at Quebee and London which formed the basis of the British 
North America Act. But there does seem little doubt that 
with the example of the Civil War in the United States 


James Madison, The Federalist, No. 46, Everyman 
Edition, New York: E.P. Dutton and Company, vp. 238-39. 
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close before them, they intended to develop a structure that 
had strong elements of the central power which they consid- 
ered necessary if the country was to be able to cope with 
the demands of national development and the pressures of 
divisive forces. 

The problem of creating the desired national identity 
while at the same time protecting the individual interests 
of the various entities which were part of the new political 
nationality was a most difficult one. The statements of 
those who favoured it and those who opposed it clearly show 
that a strongly centered authority was accepted as the only 
workable answer to the puzzle. This general concept, sub- 
ject to certain protections for minority and religious 
rights, is evident throughout much of the British North 
America Act. 

If we examine the provisions of Sections 91 and 92, 
the two main operative sections of the Act, this seems rea~ 
sonably clear. In the context of 1867, the intent was to 
have the principal locus of fiscal and economic power in 
the central government. 

"The framers of the constitution had large plans 

for the new Dominion and they proposed a strong 

national government with ample powers to carry 

the programme through. The financial terms 

which gave the Dominion unrestricted taxing 

powers and the exclusive use of the most impor- 

tant revenue sources of the times (nearly four- 

fifths of the former provincial revenues were 

given to the new Dominion Government) is the 


most significant evidence of the leading role 
case for the new central government and the 
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responsibilities which it was expected to 
assume. "', 


Section 91 provides what presumably was intended as 
the primary and residual power, the right of Parliament 
"to make Laws for the Peace, Order and good Government of 
Canada." It also specifically allotted a number of powers 
to the national government. Among them were those for 
which one would expect a national government to have full 
responsibility, e.g., postal service, defence, banking, 
currency and coinage. But as well, there were some clauses 
which, if interpreted broadly and taken in conjunction with 
the residual powers, would have extended to the central 
government an authority which would have brought the true 
federal nature of the Canadian union into question. These 
included 

"2, The Regulation of Trade and Commerce" and 


"3, The Raising of Money by any Mode or System 
of “axation.' 


On the face of it, even at the level of public respon- 
sibility of 1867, the provinces were thought of as having a 
rather restricted role. This is confirmed by the limited 
financial authority with which they were entrusted. For 
awhile they were given the power to levy "direct taxation 
within the province for provincial purposes," in 1867, ex- 


cept for the property tax, this was not considered an 


3B, Laskin, Canadian Constitutional Law, 2nd Ed., 
Toronto, 1960: Carswell and Company, p. 11. 
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important area of fund-raising. They did, as noted pre- 
viously, give up about three-quarters of their pre-confed-= 
eration revenves largely through the surrender of their 
rights over customs and excise. 

It is on the side of exvenditure that many of the 
problems have developed. If we look at the functional re- 
sconsibilities which were allotted to the provinces we will, 
in today's terms, get quite a different impression of the 
extent of the burden from that which we would have derived 
in the context of the Canada of 1867, Today, many of the 
functions allotted under Section 92 are of great importance 
in the public sector and are demanding an increasing share 
of public funds. With the greater emovhasis given to Head 
13 of Section 92, "Property and Civil Rights," in decisions 
of the courts, the trend has been underlined. Provincial/ 
municipal expenditures now make up about 57% of total 
government exnenditure. Something like 80% of public 
capital exvenditure is at this level. 

But the situation we face is not going to be solved 
by a legalistic examination of what the constitution said 
or attemvted to say one hundred years ago about the divi- 
sion of powers and responsibilities. That division has 
been varied, not only by occasional amendment and by the 
decisions of the courts, but by the operation of govern- 
ments and a different understanding of public responsibility 


in an era of rapidly changing public demand. 


a 


The inseparability of so much of the public interest 
regardless of the jurisdictional responsibility, has been 
recognized in the institutions of most of the new feder~ 
ations, and they have tried to provide the necessary in- 
struments. That so many of them have failed cannot be 
attributed to their efforts in this regard. In Canada, we 
have been increasingly conscious for some years of the 
mutuality of responsibility in the two constitutional lev- 
els of government. And while we have done a great deal in 
a practical manner to meet many of the situations that 
have followed from this, we have not taken the formal steps 
to provide the means of dealing with them. This has not 
been through lack of consideration of the problems and 
possible solutions, but it has perhaps been more due to the 
relative success of the ‘ad hoc' approach to the events of 
the times and a disinclination to suverimpose formal struc- 
tures upon the existing systems of parliamentary government, 

Over the years, intergovernmental relationships have 
assumed a place of very considerable importance in the 
scheme of things, in areas which are concerned with the 
functional programmes of government, But in the areas of 
fiscal and economic policy, the matter of our concern here, 
less has been accomplished. As the federal-provincial 
relationship is increasingly one of the fiscal and economic 
relationships (linguistic and cultural questions not with- 
standing), this is a serious deficiency which the demands 


of the present and the future require to be overcome. 


—s0be 


2. CONSTITUTTONAL FRAMEWORK 


If we are to appreciate the working of the intergovern- 
mental process in our federation, we must understand the 
structure within which it operates. This is of particular 
importance in respect of the fiscal and economic relation- 
ships with which we are concerned as these are closely in- 
volved in the determination of policies which are of influ- 
ence throughout the entire political system. 

The modern federal form of government was conceived 
in the United States in the context of its presidential 
structure. Our system is a direct reflection of British 
parliamentary democracy to which the federal system has had 
to be adapted. 

An essential difference between the parliamentary and 
presidential systems is in the separation of powers. In 
the former, the executive is part of and subject to the 
legislative branch. Although in modern experience this 
control is more often than not reversed in practice. In 
this circumstance the executive has become the centre of 
the political power struggle that goes on within a feder- 
ation. It is in this political element that some of the 
important intergovernmental conflicts under the parliamen- 
tary ee atae to be found. 

When the British colonies in North America decided 
to unite in 1867, their familiarity with legislative re- 


sponsibility within the parliamentary system was reasonably 
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well established. What the British North America Act tried 
to do was to graft the essential principles of the divided 
sovereignty of the federal form onto the basic structure of 
parliamentary supremacy. In the process, problems were en- 
countered not found in the unitary state. 

The difficulties that lie in this concept were ex- 
pressed by the Royal Commission of Inquiry on Constitutional 
Problems (Quebec 1956) in the following words: 

" .ethe federative princivle has three essential 

requirements which are so many limitations on 

the parliamentary principle. It reauires not 

one, but two, orders of governments; it attributes 

sovereignty not to Parliament but to the Consti- 

tution, and it hands over the guardianship of that 

Constitution not orimarily to the legislatures 

but to the courts....iIn a federation the varlia-~ 

mentary system cannot, therefore, be pushed to 

its extreme limit; it must accept limitations 


and bow before the essential requirements of 
federalism..."4 


Under the Canadian system, there are some contradic- 
tions which have important implications for the B.N.A. Act 
as a true federal constitution. These are in the federal 
government's control over provincial actions in the powers 
of disallowance and reservation, the vower of federal 
appointment of the Lieutenant-Governor and the control of 
appointments to the courts. In the earlier stages and at 
certain times, these unitary influences have had imvortant 
effects, but it is fair to say that for our examination of 


this problem in today's circumstances, they are not now of 
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first importance. Canada operates in a true federal form 
despite the violations of the federal princivles which 
exist in law. 

An essential part of any federal constitution is 
that which is devoted to the division of powers and respon- 
sibilities. It is within the boundaries of these divisions 
that any intergovernmental relationship must operate and, 
as in the case of all legal boundaries, the more clearly 
defined and readily recognizable they are, the fewer areas 
for dispute will be found. One might appropriately apply 
the old saw "good fences make good neighbours." 

"There mast be initial definition of the 

powers and resources of each government in 

the federation before there can be bargains 

or agreements among them about what each 

government is to do or refrain from doing 

with its respective powers and resources. 

Co-operation and mutual good will we cer- 

tainly need, but no amounts of them will do 

away with the absolute necessity for a 

primary authoritative distribution of powers 


and resources in our federal constitutional 
document." 5 


Thus, while we must acknowledge our inability to provide 
the definitive constitutional answers, we must recognize 
that liaison can not stand as an answer alone and without 
a basis of constitutional support. 

Nor does it mean that liaison is the only way by 
which Bone rigidity can be modified, There are 


OW.R. Lederman, "Some Forms and Limitations of Cor- 
beets Federalism," Canadian Bar Review, September 1967, 
De 96 
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in fact two basic ways of effecting changes in the inter- 
governmental relations and within each of these are a num- 
ber of variations. Constitutional change is, of course, 
the fundamental process and it is primarily to supervise 
such constitutional review that the continuing Constitu- 
tional Conference was formed in February 1968. The other 
is that of a more developed system of intergovernmental 
relations. 

This study is not concerned with the revision of the 
Canadian Constitution, but there are some processes of 
constitutional modification which seem to fall to some 
extent under systems of both legal change and intergovern- 
mental relationship. They should be noted here. 

In a number of federal constitutions extensive pro= 
vision is made for concurrent jurisdiction in important 
areas of government authority. While this is a useful 
device, it leaves some vroblems of its own in that it is 
essential that there should always be a clear understanding 
of where the paramount authority lies in case of conflict. 
Generally this is with the central government and in fact, 
unless this is so, it is difficult to conceive of the 
effective use of government power where national interests 
are involved, 

In Canada's case, the area of concurrency is lim- 
ited. Agriculture and Immigration are both concurrent 


fields under Section 95 of the B.N.A, Act, with the para- 
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mount authority in case of a conflict resting with the 
federal government. In the case of the old age pension 
amendment, 94A, the opposite is the case and the author- 
ity in case of conflict is clearly intended to be with the 
provincial governments. 

Perhaps it is possible to attach too much importance 
to the actual status of the paramount power. If in prac- 
tical terms the field is already occupied, the senior 
authority may find considerable practical difficulty in 
recovering its constitutional priority. In some cases, 
e.g. agriculture, the field is sufficiently broad to make 
dual activity quite feasible, but in more restricted 
areas conflict can easily follow. Thus, for example, we 
may question whether Quebec would have as readily entered 
upon a pension plan of its own had the Government of 
Canada already been in operational possession of the 
field. 

Another important method by which flexibility can 
be introduced into the division of powers is by the use 
of delegation. Delegation in a formal sense is not found 
in any of the federal constitutions of developed coun- 
tries. Australia attempted to provide such a procedure 
as a wartime measure in 1942 but failed to secure suffi- 
cient state assent to the necessary constitutional amend- 
ment. In Canada, the Royal Commission on Dominion-Provin- 


cial Relations strongly urged consideration of delegation 
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of authority, but no action was taken on its bnehodente 
In most of the newer federations of the post-war period, 
provision has been made for delegation and a substantial 
degree of flexibility has been achieved in this manner. 

Delegation of constitutionally assigned powers can 
operate in two particular areas. There is first the del- 
egation of legislative authority. Then there is the del- 
egation of administrative responsibility. The first has 
been rejected by the courts in Canada as an infringement 
of the constitution sera inasmuch as it provides an 
effective way of amendment which has not been authorized 
in the formal way recuired. 

But administrative delegation is something else 
again, and delegation of the administration of the laws 
of one government to the servants of another is now a 
generally accepted device which has received the blessing 
of the Soares While it may seem to differ only in form 
and not in operative substance from legislative delegation, 
it does differ substantially in its ultimate effect upon 


the political responsibility of Parliament and the legis- 


3Re ort of the Royal Commission on Dominion-Provin- 
ial Relations, 1940, Book II, Queen's Printer, pd. 72. 
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Op .E.T. Potato Marketing Board v. H.B. Wills, Ine. 
and A.G. for Canada, (1952) 4 D,L,R., vp. 16, 
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latures. Administrative delegation, if properly applied, 
can form the basis of much needed flexibility in a consti- 
tution without jeopardizing the legislative responsibility. 
To refer again to Dean Lederman, 

"Here we are often concerned with the appli- 

cation of laws the substance of which has 

already been determined in the proper legis- 

lative forum under the existing distribution 

of powers - Canadian Parliament or provincial 

legislature as the case may be....Delegation 

at this administrative level is a proper and 

useful division of labour in government and 

does not threaten the situs of or the account- 


ability for primary legislative discretions 
under our federal system." A 


However the fact of possession may cause some political 
problems for the delegator should he later wish to re- 
cover his powers, regardless of the law. 

Changes may also be effected through decisions of 
the courts. But judicial decisions, unless they tend to- 
wards the United States Supreme Court's attitude to its 
role as an interpreter of social change, can only tell us 
what the judges believe the words of the constitution say. 
This does not always lead us in the direction of necessary 
solutions. Thus judicial decisions, while instruments of 
change, are not reliable instruments of intergovernmental 
flexibility. 

While it was possible in quieter and more leisurely 


times to accept the constraints on governmental change in- 


SueR. Lederman, op, cit., p. 427. 
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volving jurisdictional resnonsibility, as our society be~ 
comes more complex and the demands on government more 
pressing there has been a growing tendency to modify formal 
legal methods by vragmatic and volitical approaches. As 
Laskin has pointed out, 
"...from the late thirties on, the volitical 
disposition appeared to be to rely on con- 
stitutional amendment for effective changes, 
and failing that, to seek to reconcile the 
difficulties of divided jurisdiction through 
administrative co-overation which would per= 
mit unified action while leaving existing 
judicially-declared limits of constitutional 
authority undisturbed. Clearly enough, 
political federation has been for many years 


much more dominant than legal federation in 
this country." 9 


The pragmatism of the present day seems to have supplemented 
the legalistic instincts of an earlier period. 

Under the conditions that have existed in the public 
sectors for a good many years, some greater flexibility than 
is provided by formal traditional processes is obviously 
called for. But at the same time, unless this greater flex- 
ibility is disciplined by some formal restraints on political 
action, the rule of law on which our society is based can 
very rapidly become the rule of man, subject to the pressures 
of political aims and ambitions. As J.A. Corry noted some 


years ago, 


Mr. Justice Bora Laskin, Canadian Bar Review, Sept. 
1967, Der 390. 
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"The party system will, at least, give co- 
operative federalism some anxious moments." 8 


And it is not the party system alone that will cause the 
trouble. 

The situation we face is this. Our need is a large 
and complex federation requiring a flexibility to supnple= 
ment the formal legal base. In seeking this flexibility, 
we must seriously examine the implications and the end re- 
sults of the means that we adopt. The federal form is 
difficult enough to operate when the basic rules of the 
game are clearly set out and accepted. But when these 
basic rules are no longer applicable and must be discarded, 
it is not enough to invent some flexible and often tempo- 
rary ground rules that differ in each situation and are 
dependent for their form and interpretation on the indi- 
vidual participants at some particular point in time. 

Under the present constitutional framework, much of 
the intergovernmental relationship depends upon quite in- 
formal arrangements with no foundation in the written con- 
stitution or in statutes. To be more specific, the prin~ 
cipal instruments of co-operation such as the conference 
of first ministers (the Federal-Provincial Conference), 
ministerial committees, the Tax Structure Committee and 


most, although not all, committees on an official level, 


ee Corry, in Problems of Modern Government, R.™M. 
eiohae (ed.), Toronto: University of Toronto Press, 1941, 
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have no existence in the strict legal sense and have no legal 
collective power nor responsibility to commit anyone con=_ 
cerned on anything. Perhaps it is not desirable that they 
should, but we should be aware of this fact. That the sys- 
tem of intergovernmental liaison works as well as it does 
in the circumstances of the many difficult problems of inter- 
governmental relationships continuously to be faced, is a 
tribute to our flexibility, but we are in the position of 
often having to improvise solutions in a hurry when a more 
formal and established process might provide a better way. 
This informal attire in which we have dressed our= 
selves may have been that which was most suitable to the 
times. But like so many informal attitudes, it tends to 
lack the discipline which is often necessary where a funda-~ 
mental structuring of a situation is called for. This lack 
of discipline is discernible in two aspects of our present 
mode of operation. First, lacking any constitutional or 
statutory guidelines, there is a strong tendency for the 
machinery of communication and negotiation to proliferate 
without effective planning and without organized purpose, 
The one hundred and seventy or so existing federal-provin- 
cial committees etc. should be evidence enough of this. 
Secondly, the lack of this formal base lends impetus to 
any momentum which is gathered by one jurisdiction as 
against the other. To illustrate; in periods where the 


province tends to dominate, there would appear to be an 
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acceleration of the drive for provincial power related more 
to the direction of the movement than to the inherent needs 
of the country, and vice versa. The pendulum keeps swinging 
in one direction by its own momentum and will only be re- 
versed by some important change in circumstances. 

If this is the situation, how can we make our feder- 
alism anvpropriate to the society in which it operates and 
the problems that it must solve? In this study, we are 
seeking to find whether or not some more suitable basis 
can be found for fiscal and economic liaison than that 
which is inherent in the vresent structure. The alterna- 
tive of clearly defined and distinct division of powers and 
responsibilities, federal and provincial, while in many 
respects a most desirable one, is not one that is likely to 
be fully available to us, given the present situation of 
growing public activity at all levels of government. 

Regardless, we must not assume that because we can't 
have the whole loaf, we should have no part of the bread 
at all. What we must strive for is the better part of the 
alternatives from which we can make a choice. 

In the article by Dean Lederman to which we have 
previously referred, this question is discussed: 

What is the characteristic first principle of 

a federal constitution? It is an original 

distribution by subjects of primary legislative 

powers between provincial or state governments 

on the one hand and a central government on the 

other, It means the territorial sub-division 


of the country to give a number of states or 
provinces, and also an original distribution 
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by subjects of legislative powers between the 
central government in respect of the whole 
national territory on the one hand and the 
several sub-regional governments for their 
respective fractions of the national territory 
on the other hand. This division of law- 
making powers by territorial sub-divisions 

and subjects means that the respective state 
governments and the central government devel-~ 
op in certain respects a peculiar involvement 
with and dependence on one another. In 
Canadian terms this leads to certain measures 
of intergovernmental co-operation in the field 
of federal-provincial relations." 9 


On the basis of this approach, the framework which 
we are now required to construct would seem to be: first, 
a clarification and rationalization of the assigned powers 
and responsibilities of the two quasi~sovereign levels of 
government, the Dominion and the provinces; and secondly 
a more organized structure of intergovernmental relation- 
ships which would make possible more effective treatment 
of those many questions which we have not been able to 
answer properly through the assignment of powers. The 
recognition of the interdependence of these two factors, 
one formal, the other operational, is an important part 
of the solution to the whole problem of intergovernmental 


co-ordination in the Canadian federation. 


AWR, Lederman, op. cit., p. 413. 


rego a Nea 
3. THE HISTORICAL FRAMEWORK 


In the beginning, the Fathers of Confederation at- 
tempted to establish a federatton in which the powers and 
responsibilities of the two levels of government would be 
clear and well-defined. But from very early in the mutual 
experience, it was evident that a continuing relationship 
sometimes would be necessary. This was particularly true 
of those matters that were a product of the financial 
terms of union. However, 

"Such relationships as there were tended to be 

of a formal character, with the Secretary of 


State and the Lieutenant-Governor being the 
channels of communication." 4 


It certainly would be misleading to assert that, in 
the earlier years of our existence as a federation, the two 
levels of government operated in completely self-contained 
compartments, unaffected and unimpressed by each others' 
interests and problems. But outside of the recurrent 
pressures for subsidy revisions, there was not that much 
interaction and the dominance of one jurisdiction or the 
other tended to ebb and flow more or less independently, 
with changing circumstances of the times. The community 
of interest created through involvement in joint programmes 
had a small beginning vrior to World War I and from time 


to time in the years after that war there were isolated 


leagar Gallant, "The Machinery of Intergovernmental 
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instances of federal-provincial activity in particular 
areas. Probably the most notable was in the Old Age 
Pension Act of 1927, a programme which broke new ground 
as a continuing field of federal-provincial interest. 

The economie crises of the 1930's resulted in a 
rapid growth in the mutual concerns of the federal and 
provincial governments. But rather than a workable 
structure of liaison, there developed 

"a very large number of makeshift inter- 


governmental arrangements to meet the urgent 
needs of individuals and families." 2 


It was largely a question of specific problems being 
dealt with between Canada and the provincial governments 
concerned. 

But it was really the new ideas of the post-war re- 
construction period, particularly the growing involvement 
of the central government in areas of provincial consti- 
tutional authority, that led to greater interest in the 
form of collective bargaining that is the intergovern- 
mental relationship. This was a reflection of the broad 
overlapping of interests brought to a head by the economic 
and social problems of depression and war and the new 
attitudes towards approaches to solution in the post-war 


world. 


aye Smiley, Conditional Grants and Canadian 
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An examination of the course of development of inter- 
governmental liaison in Canada (and in other older feder- 
ations such as the United States and Australia) supports 
the view that as the area of ce canenivel! intervention in 
society has broadened, so has that of the mutuality of 
interests. There have developed of necessity, practical 
methods, some continuing and some transitory, to deal with 
particular problems. Thus we find that events often have 
tended to create their own responses. The developments 
in a great majority of cases have not been part of a pre- 
arranged and recognized approach. Consequently they have 
been concerned with particular rather than with broad 
objectives. 

In the field of liaison in fiscal and economic mat- 
ters where broad areas of public policy are involved, 
progress has been less rapid. While we may wonder at our 
inability to recognize the importance of co-operation in 
these important matters in a practical manner, we should 
really not be too surprised that it is so. This hesitancy 
can to a considerable extent be attributed to the fact 
that the broader field embraces much that is fundamental 
in political life. There is an understandable reluctance 
on the parts of those in power, whether federal or provin- 
cial, to accept any approach which may in a substantial 
way infringe upon and limit the exercise of political 


authority. But events forced the recognition of the cross- 
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flow of interests between the two levels of government, 
national or provincial, and made some more active recog= | 
nition of the demands of modern federalism necessary. 

For the purpose of our basic interest in the liaison 
process in the field of fiscal and economic policy as 
distinct from purely financial and programmatic matters, 
we can place the first direct acknowledgement of the need 
for organized and continuing co-operation in the broader 
areas at the 1935 Dominion-Provincial Conference. This 
conference was divided into a number of sub-comnittees or 
sub-conferences. That of our particular interest was con=- 
cerned with financial questions. After detailed discussion 
of the fiscal relationships of Canada and the provinces, 
the sub-conference concluded: 

",.ethat the diversity and imvortance of the 

problems are such that the sub-conference 

could not expect to reach unanimous decision 

in the course of three or four days discus~- 

sion...2 permanent committee should be estab-~ 


lished consisting of the Dominion Minister of 
Finance and the Treasurer of each Province." 3 


Presumably events overtook the good intentions of this 
conference for no more is heard of any such approach for a 
number of years. The problems of the depression and unem= 
ployment had led to the examination of the financial affairs 
of the prairie provinces by the Bank of Canada and to the 


appointment of the Purvis Commission on Unemployment. The 


3Proceedings, Dominion-Provincial Conference 1935, 
Ottawa: King's Printer, p. 45. 
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appointment of the Royal Comnission on Dominion-Provincial 
Relations took place in 1937. The proposals of 1935 thus 
in a sense became sub judice. 

It is unfortunate that events did intervene, even 
though the Royal Commission made recommendations along 
similar lines. There is no doubt that at this conference 
there was the beginning of an understanding of the essen= 
tial nature of liaison in fiscal and economic matters 
which had hitherto been noticeably lacking. As the Prime 
Minister (Mr. MacKenzie King) said in his opening remarks, 

"At the present conference we can examine the 

underlying questions and provide machinery 

for their combined study and treatment. In 

this manner their final satisfactory dis- 

position can be assured at subsequent con 

ferences. 

This arrangement of continuity and permanence 

is necessary because co-operation between the 

Dominion and the Provinces is too vital a 

matter to be left entirely for intermittent 

conferences and corresnondence between govern- 

ments. 

Our secretarial arrangements and our proposed 


organization are based upon the desire to 
have permanence and continuity." F. 


The Royal Commission on Dominion-Provincial Relations, 
aided by representatives from some of the provinces and by 
some private organizations, came to much the same conclusions 


as had Mr. King. It noted that, 


"i 
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"Tt is imperative that means be found for 
promoting co-operation between tne Dominion 
and the Provinces, which is so essential to 
efficiency and economy in administration 
under modern conditions." 5 


The commissioners saw the need of more effective 
methods of intergovernmental co-operation as the logical 
alternative, or perhaps more truly as a supplement, to 
the centralization of fiscal control which they regarded 
as an important element in the necessary efficiency and 
uniformity in the governmental system in Canada. Unfor- 
tunately, events intervened again for even though the re- 
port itself, at least in its financial aspects, was not 
acceptable to several of the provinces, the liaison recom- 
mendations might have gained foothold. 

The war years did nothing to decrease the widely 
held belief in the value of a strong central control and 
authority in the economy and at the 1945 Conference on 
Reconstruction, the matter again received the attention of 
the federal and provincial governments. At this time Mr. 
King referred to the problem of tne Dominion-Provincial 
Relations in the post-war world: 

"The federal government is not seeking to 

weaken the orovinces, to centralize all the 

functions of government, to subordinate one 

government to another or to exnand one 

government at the expense of others. Our 


aim is to place the Dominion and every 
Province in a position to discharge effec- 


PRevort of the Roval Commission on Dominion-Provincial 
Relations, Bk. ll, C.V., Ottawa: King's Printer, 1940, p. 68 
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tively and independently its aopropriate func- 
tions. In other words, we believe that the 
sure road of Dominion-Provincial co-operation 
lies in the achievement in their own sphere 

of genuine autonomy for the provinces. By 
genuine autonomy, I mean effective financial 
independence, not only for the wealthier 
provinces but also for those less favourably 
situated. 


We believe that once the provinces have rea~ 

sonable financial security, it will be much 

easier for them to co-operate with the 

Dominion in the furtherance of policies 

which neither can bring into effect success- 

fully without the help of the other. 

To put it very briefly, we regard autonomy 

and co-operation as essential means of 

achieving satisfactory Dominion-Provincial 

relations." 6 

Here again we see the emphasis on the importance of 
the fiscal element in intergovernmental liaison. And if 
the good intentions expressed by the Prime Minister were 
not as clearly reflected in the federal proposals as one 
might have expected from the statement itself, nevertheless 
there was a renewed recognition of the reality of the vrob- 
lem, even if somewhat in the abstract. 

Under the circumstances of the growth of centralized 
authority, it is not survrising that the most forthright 
reaction to Dominion proposals came from a large and 
wealthy province. Premier Drew of Ontario took a leading 


part in advocating a more resolute approach to inter-~ 


governmental liaison apparently with the goal of a more 


6 


Proceedin Dominion-Provincial Conference on 
Reconstruction, August 1945, Ottawa: King's Printer, p. 5. 
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effective provincial voice in the partnership. What he 
seems to have had in mind was a continuing ministerial 
committee, complete with secretariat, supported by a 
permanent economic board of officials. Even some degree 
of executive authority in the timing of public investment 
and the distribution of fiscal aid was considered for the 
ministerial group. In its turn the Dominion responded 
with the idea that the Economic Committee of the confer- 
ence, if set up on a permanent basis, could serve the 
function usefully. 

The details of the various proposals were never 
formalized but at least there was an increasing and en- 
couraging note of awareness of future needs. Unfortu-~ 
nately, with the adjournment, sine die, of the conference, 
in May 1946, the matter was dropped. The initiative that 
we are still seeking twenty years later was lost. 

It is probable that the successful pattern of the 
five-year tax rental agreements and the supremacy of 
federal fiscal and economic power in the post-war decade, 
effectively blunted the edge of necessity and desire for 
more formal organized intergovernmental co-ordination in 
policy areas. In any event, very little was done in a 
practical or a formal sense in the next ten years to 
develop it, despite the growth of joint vrogrammes with 
their concomitant interests. These programmes began to 


proliferate and brought with them many related problems 


of fiscal and economic involvement. 

Despite the highly centralized nature of the Canadian 
economy in this period, it is important to note that the 
concept of the all-pervading central power has never been 
accepted widely as a. continuing principle in Canada, al- 
though the degree of practical acquiescence has varied 
regionally. This is unlike the situation which developed 
in Australia in the same period and which in certain re~ 
spects has been the case in both the United States and 
India. 

This lack of consistent acceptance of central author- 
ity as the logical motivating force in the federation is a 
basic characteristic of the problem we have been trying to 
resolve in the co-ordination of two interests in the com- 
mon good while at the same time preserving the individual 
identity of the partners. 

It is consequently a bit surprising that the pro- 
posals for greater and more formalized liaison were not 
more strongly pressed and that Premier Drew's proposals 
did not receive more effective support. One can only 
assume that the provinces at that time were more concerned 
with their ability to obtain financial aid from the 
Dominion than they were in the long-term involvement of 
an effective intergovernmental relationship. 

The federal government's hesitancy was easier to 


understand for there was good reason to consider that any 
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such formalization of the liaison process could only weaken 
the then dominant federal position. There was another 
factor to be considered in the view held by some independ- 
ent scholars and by certain politicians. This was that 
any strongly-based institutions of liaison could conceiv- 
ably compromise and weaken the power of existing parlia- 
mentary institutions of government. Mr. King's remarks at 
the 1935 conference still represent the best expression of 
this attitude: 

"A Dominion-Provincial Conference is neither 

cabinet nor a parliament. It is an institu- 

tion which enables representatives of the 

Government of Canada and the governments of 

the Provinces of Canada, to confer together 

and exchange information and opinions and 

formulate proposals in respect to Dominion- 

Provincial co-operation, which can be pre- 

sented to the governments concerned and to 


the Parliament of Canada and the legis- 
latures of the Provinces." 


7 
Although the governments failed to respond to the 


need for effective liaison machinery which they all ac- 
knowledged, it would be wrong to conclude that the busi- 
ness of the country was conducted at arm's length. There 
was, by practical necessity, a great deal of contact and 
co-operation between the governments concerned. Much of 
this was informal, some of it almost personal, but in 


certain cases, e.g. the Dominion Council of Health, a 
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formal and continuing organization did exist. In these 
particular fields there has been a fairly lengthy history 
of co-operation and consultation where obvious over- 
lapping of interests existed, both in policy and in ad- 
ministrative practice. 

The pragmatic nature of these relationships, useful 
as it has been, nevertheless has some tenuous aspects. 
Pragmatic relationships are heavily dependent on the 
actual interests shared by those involved. To this ex- 
tent they will likely continue as long as these interests 
are being served. But they are usually loose and con- 
cerned only with particular things and may often operate 
in a manner which is quite without effective relationship 
to the overall objectives of continuing government policy. 

Much the same can be said of the personal relation- 
ship which is normally dependent upon the community of 
interest of politicians or administrators. Where this 
community of interest is strong, it can provide a very 
useful force in the accomplishment of desired ends. But 
it does not always mean that the desired end or the force 
is consistent with the overall objectives of government 
policy. It is in this lack of relationship of individual 
programmes with total policies that many of our problems 
originate. 

As the complexity of the total federal-provincial 


relationship increased, it became evident that provincial 
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representatives were not satisfied with the subordinate 
part they had been playing. The leader in this movement 
was again the Ontario Premier, now Mr. Frost. In his 
arguments for a more formal structuring of federal-provin- 
cial liaison, he received support from several other 
provincial representatives, more effectively than had Mr. 
Drew ten years before. At the Preliminary Conference of 
April 1955, Premier Frost said in part: 


"The committee we suggest would be composed 
of advisers of the various governments, and, 
if the provinces so desired, municipal repre- 
sentatives could be included. Its work need 
not be confined to fiscal arrangements and 
taxation: there are other matters of mutual 
interest relating to economic stability, 
income and employment and public borrowing 
which should be considered. Such a committee 
should not be executive but fact-finding. It 
would be a medium where information and 
points of view could be pooled, and trans- 
mitted by the representatives to their re- 
spective governments without in any way 
binding them either individually or collec- 
tively....I would like to see such a Com- 
mittee made a permanent part of the machinery 
of Federal-Provincial Relations....The Govern- 
ment of Ontario is convinced that if these 
Federal-Provincial Conferences were held 
frequently with a relatively limited agenda 
and were assisted by a fact-finding com- 
mittee they could be of great assistance in 
reaching solutions to many complex problems 
of mutual concern." 8 


The conference agreed that in the agenda for the main 


conference in October 1955 an item should be included: 


Spremier Leslie Frost: Proceedin Federal-Provin- 
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"The desirability of establishing a Federal-Provincial 
Continuing Committee." 

The first practical step to be taken was in the 
formation of a working committee of federal and provincial 
officials whose responsibility it was to provide technical 
and statistical information for the October meeting. This 
was known as the Preparatory Committee for the Federal- 
Provincial Conference, 1955. 

This experiment in joint planning for a plenary con- 
ference was so successful that the establishment of a con- 
tinuing committee of federal and provincial officials was 
agreed upon without dissent. Thus the Federal-Provincial 
Continuing Committee on Fiscal and Economic Matters came 
into being. It held its first meeting under the chairman- 
ship of the Deputy Minister of Finance of Canada on February 
2, 1956. It was then and remains today the only inter- 
governmental group (although one now perhaps should in- 
clude the newly activated finance ministers' committee) on 
a regularly constituted basis, whose continuing interest 
ranges over the broad fields of public fiscal and economic 
policy. 

Probably due as much as anything to the close rela- 
tionship of economic and fiscal policy decisions to the 
questions of effective jurisdictional power, the govern- 
ments in Canada have been slow to develop any structural 


approach to such liaison. The Continuing Committee has 
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performed a useful function and filled a noticeable gap, 
but even its activities have been limited by its nature as. 
a body of officials without collective authority and as 
such with only advisory influence in the settlement of 
policy differences. 

The only important development in the years imme- 
diately following was the unsuccessful attempt in 1959 to 
establish on a continuing basis a committee of the federal 
and provincial finance ministers. Despite the almost 
fundamental nature of such a proposal, for a number of 
reasons the move proved premature in the atmosphere of 
the times. 

The situation that prevailed in the broad fiscal 
and economic policy areas was not evident where programme 
interests predominated. From about 1948 there were rapid 
developments in joint programmes which involved often 
complex relationships between the two levels of government. 
This growth is best illustrated by the fact that from 1900, 
when the first shared-cost programme was initiated, to 
1945, there were but sixteen programmes, most of relatively 
minor significance. In the next twenty years, close to 
seventy-five, some of considerable importance and substan- 
tial cost, were brought into operation. Inevitably these 
resulted in a very substantial growth in intergovernmental 
contacts and many useful and effective means were developed 


of dealing with the mutual problems that inevitably arose 


ont me 


as a direct product of the cross-flow of interests. 

Further indication of the rapid growth is given in 
the figures on the number of formal conferences and meetings 
on matters of federal-provincial interest. K.W. Taylor 
noted that in 1957 there were sixty-four such more or less 
formally constituted committees in existence. -° Today, 
only ten years later, there are something like one hundred 
and seventy to be found. By no means all federal-provincial 
consultations are included in these figures. There have 
been and likely always will continue to be countless in- 
formal contacts between individuals and through ‘ad hoc! 
committees at the two levels of government. In certain 
practical respects in terms of getting the job done, they 
may in many cases be the most important. 

Although the process of development of effective 
liaison did not respond to the needs of growing inter- 
governmental involvement in the years after 1957, there 
was an increasing interest in the provinces in these mat- 
ters of fiscal and economic policy. The growing pressures 
of their financial needs soon began to be reflected ina 
more active attitude toward this whole question of inter- 


governmental liaison. Again the influence came, as it had 
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in 1955, from a province, in this case not Ontario but 
Quebec, where Jean Lesage had assumed office in 1960, 

Premier Lesage's interest was understandable in the 
context of his approach to the federal-provincial relation- 
ship. It involved a substantial alteration in the whole 
concept of central power with a correspondingly greater 
emphasis upon mutual solutions with increased and more 
effective participation of the provincial governments, 
rather than the federal domination of the earlier period. 

"This absence of continuing relations becomes 

more and more unsatisfactory as the problems 

requiring the attention of governments mul- 

tiply and become more complicated and as the 

necessity of co-ordination increases....We 

believe that with such a vermanent secretar- 

iat, the Federal-Provincial meetings at the 


ministerial and the official level would be 
better prepared and more fruitful." 4, 


Mr, Lesage also noted the need for interprovincial 
consultation and was successful in interesting the provin- 
cial premiers in annual meetings for the purpose of dis- 
cussing mutual problems of provincial jurisdiction. It 
was made quite clear at that time that no united front 
against the federal government was intended and it was in- 
vited to send observers. 

At the same time Mr. Lesage tabled a copy of the 
Report of the Royal Commission of Inquiry on Constitutional 
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Problems. This commission had been appointed by the 
Duplessis government in 1953 and reported in 1956. Its 
report, however, had not been tabled in the Quebec legis- 
lature, and partly in consequence it had not received the 
attention it deserved. 

This commission, commonly referred to as the 
"Tremblay Commission," placed considerable emphasis on 
the importance of more institutionalized intergovernmental 
relations as part of a process for revitalization of pro- 
vincial authority. 

"In our era of integrated economic and social 

functions and of constant expansion of the 

state's role, co-ordination of policies with- 

ina federative state is a necessity which 

would become even more imperative if, as we 

propose, the Canadian vrovinces assumed the 

full responsibility for their jurisdiction on 

economic and social matters. Now this co~ 

ordination cannot be obtained without a special 


effort being made toward that end. It requires 
suitable organizations." 12 


The Commissioners proposed that there should be a 
permanent secretariat to the Federal-Provincial Conference. 
They rejected the idea of a permanent standing federal- 
provincial committee as being unacceptable, on the grounds 
that it might be regarded 

"as a sort of super-parliament, and ina 


country of English public law, any institu- 
tion which lays itself open to such a 
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reproach has little chance of being accepted." 13 


The influence of the Tremblay Commission's ideas on © 
subsequent thought in Quebec on intergovernmental co- 
operation is to be clearly seen in the proposal for a 
permanent council of provinces on the model of the Amer- 
ican Council of State Governments. The statement is made 
that, 

"If the provinces do not agree to co-operate 

among themselves, the country's own interest 


will finally require the federal government 
to take over supreme command." 14 


It was almost certainly the constant pressures from 
the Province of Quebec, supplemented by a general and 
growing restlessness in all the provinces, that led to the 
first important development in fiscal and economic co- 
operation since the establishment of the Federal-Provincial 
Continuing Committee on Fiscal and Economic Matters in 
1956. This was the proposal for the establishment of the 
Tax Structure Committee at the Federal-Provincial Confer- 
ence in Quebec in March-April 1964. 

Unfortunately no official record of the proceedings 
is available so the actual antecedents of the proposal 
made by the Prime Minister for the establishment of this 
committee are not clear, As the matter is put in "The 


Financing of Canadian Federation:" 
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"Some doubt persists as to when and where the 
idea of the Committee was conceived ~- whether 
its announcement at the March 1964 Conference 
had been planned in advance or whether it was 
extemporaneously devised during the conference 
because of the build-up of federal-provincial 
differences." 15 


Regardless of the immediate motivation, one must 
agree with the continuing comment in the same reference, 

"In any case, if the term ‘co-operative fed- 

eralism' was to have real meaning after the 

developments of 1963 and early 1964, the 

need for a study of the multi-level fiscal 

system was apparent." 
This had been recognized for some time by those directly 
involved in trying to bring a measure of rationality to 
the system of intergovernmental relations. Whether this 
motivation was intellectual, technical or political is not 
really of great importance. What was important was that 
there was general acceptance of the proposal by all prov-~ 
inces, even with some enthusiasm, and it seemed that a 
break-through had been achieved in beginning the develop- 
ment of a more effective approach to many of the comolex 
problems with which governments in Canada were concerned. 

While the Continuing Committee was an official body, 
admittedly at the policy advisory level, the new Tax 
Structure Committee was made up of ministerial represent-~- 


atives and was directly responsible to the Federai-Provin- 


cial Plenary Conference. There were to be three repre- 
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sentatives of the Government of Canada and one from each 
of the provinces, with the federal minister of finance as 
chairman, In fact, the strict formal representation has 
not been important as both the Dominion and the provinces 
have tended to bring in those colleagues and officials 
they thought most useful. In the best tradition of fed- 
eral-provincial conferences, no votes are taken. 

It was not until the Federal-Provincial Conference 
of October 1964 that the actual role of the Tax Structure 
Committee was clarified. At that time a report was pre~- 
sented to the Conference by the Minister of Finance of 
Canada as Chairman of the Committee, and as a result a 
wide field of reference in the area of federal-provincial 
relations was agreed upon and a secretary was appointed 
to co-ordinate the work. 

It is important in the context of our interest to 
note that in this active period the secretary was a federal 
official and not a full-time or permanent appointee. The 
secretariat had but a skeletal full-time staff and was 
largely dependent on a temporary group of officials sec- 
onded from federal and provincial governments for varying 
periods. While this group did extremely valuable work in 
assembling and developing the necessary technical data, 
essentially the responsibility as the working arm of the 
Tax Structure Committee was with the Federal-Provincial 


Continuing Committee on Fiscal and Economic Matters. 
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From the fall of 1964 for the next two years the 
interest in federal-provincial fiscal and economic liaison 
was active. This was largely concentrated in the work of 
the Tax Structure Committee; in practical terms of work 
done, in the Federal-Provincial Continuing Committee. 
Extensive studies on revenue and expenditure trends were 
carried out on a co-operative basis in which there was a 
substantial measure of direct provincial participation, 
not only with respect to their own interest but in the total 
approach. In this respect, the work was more truly an exer- 
cise in co-operative federalism than anything that had gone 
before although it was not without its disagreements and 
difficulties. 

In other areas of the Tax Structure Committee's terms 
of reference, the work seems to have remained largely a 
responsibility of the Department of Finance of Canada. 

This was particularly true in the important area of equal~ 
ization, although one or two provinces did make useful con- 
tributions. Some provincial work was done in areas of tax- 
sharing and conditional grants, but the co-ordination of 
approach seems to have been substantially less than in the 
revenue and expenditure areas, 

One might be tempted to question in hindsight the 
wisdom of assigning such a wide range of research respon- 
sibility to an internal intergovernmental group. While the 


overloading of available capacity was not nearly as great 
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as in the programme for the unsuccessful finance ministers 
meeting of 1959, still much too much was expected from men 
already generally more than fully occupied in their daily 
tasks. The idea of a specific and perhaps independent re-~ 
search group comes to mind as a possible ee 

There is perhaps another lesson to be learned from 
all this. The studies of revenue and expenditure, while 
obviously dependent on government policy in their original 
sense, were nevertheless largely technical and reasonably 
objective in nature and of a kind that could respond to 
consideration at the official level. Equalization and 
tax-sharing are more politically oriented and it has ap- 
parently been difficult for the individual governments to 
pool their efforts objectively when self-interest was often 
closely involved. 

Thus, while we have come a fair distance along the 
road to co-operation, we have by no means solved the prob- 
lems involved in the reconciliation of individual govern- 
mental interests where conflicts exist, as they usually do. 
This view is supported by the end result. While a very 
considerable measure of technical co-operation existed all 
through the work of the Tax Structure Committee, when in 
the last analysis the results had to be translated into 
policy decisions, there was a difficulty in the political 


ability of governments concerned to accept the changes 


16se¢ reference to Advisory Commission on Intergovern- 
mental Relations, C. 12. 
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which seemed implied, This was especially true where a 
measure of relingquishment of initiative and power was in- 
volved. This brings up some important questions on the 
nature and limitations of consultation which we examine 
elsewhere in this eee eh 

Since the Tax Structure Committee reported in Sep- 
tember 1966, there has been an increasing interest and 
response in the work of the committee of finance ministers. 
This group has now commenced regular meetings prior to 
budget policies being developed and as well has taken an 
important part in certain special problems such as the 
effects of the Royal Commission on Taxation recommendations 
on federal-provincial fiscal policies and the economy gen- 
erally. It is perhaps too early to evaluate the work of 
the ministerial group but it does hold out a principal hope 
for the introduction of some effective order into this 
complex area. 

Consideration is being given to the amalgamation of 
the Tax Structure Committee and the finance ministers 
group. As their work falls into much the same area to 
continue both would mean increasing duplication and a 
waste of scarce resources and personnel. But it would be 
desirable to recognize that if the ministers of finance 


committee is to remain as the sole operatinggroup in the 
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fiscal field, it must be given the resources to work with. 
If it does not have them it will become merely a vehicle 
for the exchange of marginal confidences once a year. 

It is indicative of the growing interest in an 
understanding of the important issues in the field of 
fiscal and economic co-ordination that other areas of 
mutual interest have opened up in recent months. For 
example, a proposal was made at a recent meeting of the 
finance ministers that federal and provincial budgets 
should be the subject of independent analysis by an out- 
side agency as an aid to the co-ordination of fiscal pol- 
icies. Such a proposal, embryonic as it is, would have 
been unthinkable only a year or two ago. 

There have been some interesting attempts at joint 
federal-provincial involvement in the field of financial 
regulation. If successful, these would provide most use- 
ful experience in a difficult area where such co-ordination 
is clearly called for. As of this writing, plans are still 
under development but constructive results may be forth- 
coming before too long. 

Perhaps the greatest scope of all is offered by the 
Continuing Committee on the Constitution. While its main 
purpose is constitutional reform, its “nteneet will lead it 
into the various areas of joint federal-provincial inter- 
ests. It may be that this concerted attempt will provide 


the needed impetus to necessary change. 


Eg io 


4%, THE LIMITS OF CONSULTATION 


The formal concept of federalism involving a distinct 
division of powers and responsibilities is not now a work- 
able concept in Canada. Conditions changed since the con- 
stitutional division was first made. The cross-flow of 
interests between the political units has become too rapid 
and the currents too varied to permit the operation of the 
rather rigid structure that such dual federalism requires. 
Intergovernmental consultation in its various forms and 
degrees is but a reaction and a response to the situation 
and has become a matter of prime concern as the increasing 
community of interest has made necessary. 

The classical form of federalism where each juris~= 
diction acts within its legally defined limits is strictly 
a product of the law which created it. Intergovernmental 
liaison or co-operation, even where formally provided, is 
a more informal process, dependent on the actions and re- 
actions of varying interests. In this lies its strength 
through its adaptability, and its weakness where it lacks 
a firm base in the specific sanctions of the constitution. 
The task we face is in utilizing its adaptability, while 
at the same time containing its pragmatism within those 
limits of the law and the constitution. 

"There must be initial definition of the powers 


and resources of each government in the feder- 
ation before there can be bargains or agreements 
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among them about what each government is to 
do or refrain from doing with its respective 
powers and resources. Co-operation and 
mutual good we will certainly need, but no 
amount of them will do away with the absolute 
necessity for a primary authoritative distri- 
bution of powers and resources in our federal 
constitutional document." 1 


If we are to consider the processes of liaison as 
a possible answer to some of the problems of federal 
government in Canada today, it would be useful for us to 
have a clear understanding of the terms used and an 
appreciation of the limits within which the processes may 
work, 

There are a number of terms which can be applied to 
the activities in the federal state which aim at the recon- 
eiiiation of differing policies and approaches to problems 
of common interest. Such words as ‘co-operative,' ‘con- 
sultative,' '‘co-ordinative,' ‘creative,’ have been used as 
adjectives for the new federalism. While they have some 
differences in their meaning, essentially they all have the 
same objective - the reconciliation or adjustment of dif- 
fering needs and demands. 

For the purpose of this study, it is enough to dis- 
tinguish between the concepts of consultation and co- 


operation, although the somewhat more recent concept of 


1y.R, Lederman, "Some Forms and Limitation of Co- 


operative Federalism," Canadian Bar Review, September, 
1967, p. 409. 
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"creative federaliem,™@ having a broader spectrum in the 
involvement of the whole community, has some interesting 
aspects for future consideration and development. 

Consultation is but a first step in any process of 
co-operation. By definition it involves the seeking of 
information and advice. Co-operation on its part must 
lead to the more positive activity that results from the 
acceptance of joint interests and responsibilities. 

But while consultation can take place without obli- 
gation or commitment in any form, if co-operation is to 
follow there must be an involvement which introduces cer- 
tain complications when considered in relation to the 
legislative authority and process. If kept within these 
bounds, co-operation becomes a working arm of the federal 
system, but if carried to extremes it can become a system 
in itself with all the attendent dangers in the lack of 
accountability to which we have made reference. In this 
most extreme form, liaison, perhaps more closely than in- 
tended may be related to a definition of the Concise 
Oxford Dictionary, "an illicit intimacy..." 

There are a number of pre-requisites if consultation 
between governments is to grow into the more productive 
process of co-operation. In the first place there should 


be a common and definable purpose for, unless this common 


°Max Way, "Creative Federalism and the Great Society," 
Fortuhe, January, 1966, p.l2i. 
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interest exists, there is little substance in consultation 
and less hope of reaching any basis of agreement on methods 
to be employed. The problems of definition assume a very 
considerable importance, for as the Rowell-Sirois Commis- 
sion noted, unless it is possible to define by means of 
some mutually acceptable standards the object of the exer- 
cise, the opportunities for misconception and misunder- 
standing are multiplied. 

The second pre-requisite would seem to be a willing- 
ness on the part of all participants to accept the obli- 
gations of co-operation as well as the benefits. This does 
not mean a pre-commitment to the will of the majority, but 
it does mean that there mst be an involvement in the 
processes of consultation in good faith and with the de- 
clared intention of reaching if possible a satisfactory 
solution, accepting in this that no such solution is ever 
likely to be completely satisfactory to all concerned. 

A third requirement is a recognition of the fact that 
consultation, particularly when various separate author- 
ities are involved, is often a slow and laborious process, 
No party can be said to consult in good faith unless it 
enters into negotiations in full awareness and acceptance 
of the time and effort which are unavoidably required by 
the process. Unless this is so it can only be assumed 
that there was no desire for an agreed solution or, 


alternatively, that by pressures of time it was hoped to 


~ QO ~ 


force a decision more favourable to its own cause than 
might otherwise have been the case. 

Fourthly, unless there is ae comparable level of 
capacity among the participants, no consultative process 
is likely to result in a truly co-operative result. An 
answer may be forthcoming but it will tend to be one dom- 
inated by those who, by their technical and political 
competence, have assumed control. In view of the great 
differences of capacity usually present in such con- 
sultative arrangements in the federal-provincial field, 
this is a difficult if not an impossible requirement to 
meet fully, but all matters are relative and the best 
possible level of competence in small parcels will be 
recognized and will add immeasurably to the equity of 
the results that will likely be achieved. 

The development of the intergovernmental process of 
consultation has added important elements of flexibility 
to the federal form, As Lederman has noted, 

"It provides opportunities for innovation 

that may help greatly to establish more 

satisfactory relations between the federal 


government on one hand and the provincial 
governments on the other." 3 


But it is not the complete answer in itself for, aside 
from the questions of its relationship to the constitution, 


3W.R. Lederman, "Some Forms and Limitations of Co- 
Some poe Federalism," Canadian Bar Review, September 1967, 
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it must adjust to certain very practical limits in the 
governmental process. 

In general terms, these limits may be divided into 
two principal sections; those of a political nature (and 
this is using the term in a broader sense) and those which 
are matters of administrative concern. 

While circumstances vary, the political aspect of 
co-operation that probably has the most influence over the 
attitudes of a government toward liaison is that of the 
surrender of political authority. This factor in itself 
may have two aspects. One is that of the responsibility 
as a government. The other is related to the maintenance 
of political power. 

By its own nature the process of co-operation between 
governments will in most cases involve the surrender of 
individual initiative by the parties to the arrangements. 
If workable understanding is to be achieved, some points 
will almost certainly have to be yielded if others are to 
be gained. The implications of the surrender of vested 
authority can be far-reaching and must be considered as one 
of the fundamental limits of co-operation in the federal 
state. 

In the narrower political scene the question can 
assume several forms. Probably the most important relates 
to the fact that governments are made up of men and men 


like power and are reluctant to accept policies or actions 
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which can result in it being diminished. Mutually accept- 
able solutions may be to the advantage of all concerned, 
actually and politically. Nevertheless, there will almost 
certainly be an initial reaction of reluctance to enter 
into arrangements which infringe on the independence of 
political power. 

In another aspect the same question of party policies 
will enter into the situation. The research into party in- 
fluences in federal-provincial relations in Canada is less 
than adequate, but an examination of the evidence would 
seem to indicate that the influence of the provincial party 
organization may on occasion sway the attitude of a provin- 
cial government in its dealings with the central government. 
This is particularly so when important matters of real or 
potential political controversy are at stake. In the 
Canadian experience however the purely party aspect could 
easily be overrated. What would probably be nearer the 
truth would be something more akin to a regional reaction 
which at times seems to come to an almost automatic sus-= 
picion of anything that may be proposed from the centre 
(or vice versa) until the case has been proved otherwise. 

Politicians are not the only ones to enjoy the fruits 
of a vested interest. Similar attitudes and reactions will 
be found both in the federal and provincial public services. 
Just as a politician may develop a fixed attachment to a 


particular policy in which his own interests and perhaps 
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his career are involved, so may a civil servant, perhaps 
as a reflection of his minister's interests but more 
likely through his involvement in the success of a par- 
ticular programme or project. Such reactions are not 
found only at the top but throughout a fairly deep layer 
of the administrative structure. The reluctance to see 
his own responsibility diminished, whether through a 
change in programme or through a sharing of responsibil- 
ities, may influence the extent of his co-operation. 

It is only fair to note that the influence of the 
vested interest does not work in one direction only. 

Both among ministers and officials the development of 
joint programmes in co-operation may be supported rather 
than opposed where co-ordinated action works to the public 
or personal advantage. It is probably true that many of 
the federal-provincial programmes of the past twenty years 
have owed something to this, 

But what may be the most important impediment to 
intergovernmental co-operation as part of the federal 
system has nothing to do with either the political or the 
administrative aspects of the question. This formal co~ 
operative process is by its nature essentially a comnittee 
operation with the need to reach a working consensus dom- 
inated by the desire to maintain or develop the best 
position of advantage. In some respects it has a marked 


similarity to processes of international negotiation, 
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although as Lederman has noted, there are some important 
distinctions in the extent of eyes: 

Committees are recognized as useful devices for 
obtaining a consensus and their use for this purpose is 
common within as well as between governments. But they 
are somewhat less successful, as experience has shown, in 
arriving at agreement on what actually should be done and 
when and how it should be undertaken, This situation is 
further complicated where the subject matter, as is now 
so often the case, is of a complex nature with broad 
implications of policy. It is this situation that makes 
the process less satisfactory in the field of economic 
and fiscal policy than may be the case in areas of specific 
activities with readily identifiable standards. 

The result may often be that either it is not pos- 
sible to reach a decision at all, the decision is an un- 
satisfactory compromise, or it is the reflection of a 
dominant position held by one member or a group of members 
of the committee. It is in this latter situation that one 
finds most committee decisions within governments where 
there is often one dominant voice which can make the deci- 
sion or decisively influence the final result. 

A further impediment of increasing importance in 


certain critical areas of governmental interest is the in= 
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evitable time lag which seems unavoidably connected to 

some mutual arrangements. Even were it possible for quick | 
decisions to be taken within the intergovernmental group 
responsible, the lack of executive authority ore eniee 
requires a reference back to the overriding legislative 
authority of each member. Even in the ordinary course of 
legislative activity this could mean lengthy delay, but 
with the relatively short sessions of most provincial 
legislatures, the delay could extend into several months. 

In some cases this might be acceptable but with the 
growing demands on liaison in fields of fiscal and eco- 
nomic policy, delays could make the co-operative process 
under present conditions valueless if not positively 
dangerous. By the time action had been authorized by all 
of those concerned, conditions could have changed so much 
as to make the agreed solution quite inappropriate. 

The conditions outlined as they relate to the com~ 
mittee activity of intergovernmental liaison cannot but 
have a retardant effect upon the usefulness of the liaison 
process. 

There is one further point we might examine briefly 
which relates not to the effectiveness of the co-operation 
and the canatratnie upon it, but to the ends which are 
being sought. The fundamental purpose of intergovernmental 
co-operation is to adjust those areas of governmental power 


and responsibility which do not respond to the constitu- 
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tional definition, either through our inability to define 
them or through changing circumstances. Within limits the 
process can be an increasingly useful and effective supple- 
ment to the activities of the various governments within 
their respective authorities, particularly when it comes 

to the co-ordination of divided interests. But the situa- 
tion is becoming more and more complex and difficult to 
resolve with the growing tendency on the part of some to 
seek a greater provincial voice in areas of federal ree 
sponsibility. In a different way but with similar results, 
the national government, through its spending power, has 
exercised strong influence over many areas of provincial 
policy. 

If this process of interrelationships is continued 
indiscriminately into most areas of public responsibility, 
there is going to be very little left for independent 
action of individual governments, for some common interest 
in nearly all public policies can be found if we search 
carefully enough. The question we must be prepared to ask 
ourselves before we accept co-operative action as the 
elixir of the carefree federal state is whether carried to 
its full extent it leaves us with a federation at all, or 
just a less-than-satisfactory substitute for the unitary 
form. Discretion and restraint appear to be a pre- 
requisite of success, 


It would be only too easy to overstress the limita~ 
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tions on liaison that we have outlined here. Few, in fact, 
are likely to operate in the same direction at the same 
time and in many cases countervailing forces will exist. 
But while we must not exaggerate, neither should we rush 
pell-mell toward a complex system of liaison in the hope 
that it will provide the final answer for us in our trials. 
Liaison, like so many other instruments of public policy, 
is no magic formula, but only a means to an end. The ways 
and means can only implement the willingness to act for 


the public good in goodwill and with a common purpose. 


5. CONFLICTS IN THE FEDERAL SYSTEM 


It is not necessary to go very deenly into tne fiscal 
and economic problems inherent in the federal form to be 
forced to agree with Sir Ivor Jennings, among others, that 
it is a system at least in these terms, that should be 
adopted only if no workable alternative is available. But 
having said this, and having assessed the demands that will 
be made on any system Canada might adopt, it becomes quite 
clear that the options open to us are very limited indeed. 

This has become ever more evident as the complexi- 
ties of modern society have increased the demands upon 
government. While it is sometimes argued that this develop- 
ment should lead to a reduction in the conflicts as the 
opportunities for activities by all jurisdictions are 
widened, in certain important respects this may not be so. 
The opposite may be the result. A great growth cf over= 
lapping interests may increase the opportunities for fric- 
tion rather than dissipate them. 

There would be little justification here for an 
attempt at a detailed analysis of the various conflicts 
that are an integral part of the federal system. These 
have been discussed in length in a variety of other places. 
For our purposes we may limit ourselves to an examination 
of one central aspect of the problem, that of fiscal and 
economic policy. Essentially our concern is how we can 


reconcile different interests with different capacities 
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to perform, given the limitations of resources which are 
characteristic of federal divisions. As Blough puts it, 
MMhat results do the realities of fiscal 
action place on choices regarding feder= 
alism? That is what decisions that other- 
wise seem attractive are found to be 
impractical or otherwise undesirable be- 


cause of difficulties in using the fiscal 
machinery." 1 


It is our purpose to examine these responsibilities 
of the units of the federal state and to try to see where 
the interests are opposed and how they may be brought into 
harmony where this is judged desirable. No overall solu- 
tion seems likely but in the process we must try to devise 
various methods and approaches that can lead to the devel- 
opment of strong and effective units within an economically 
and politically viable whole. 

We are faced with some fundamental problems, not the 
least of which in terms of fiscal and economic policies, 
is the adjustment of the conflicts which are always to be 
found when the interests of the whole must be balanced 
against those of the individual parts. Such a balancing 
can involve some difficult decisions, for often the scale 
of values is quite different. We must be prepared to 
weigh the economic gains of national policy against the 


political and social demands inherent in more balanced 


lRoy Blough, "Fiscal Aspects of Federalism," in 
Federalism, Mature and Emergent, A.W. MacMahon (ed.), 
New York: 1962. 


"590 


regional growth. This is not a situation exclusive to the 
federal form but is a problem which is perhaps high-lighted 
there by the stronger political implications involved. 

Our concern is with our ability to construct a pro- 
cess of economic and fiscal policy determination and oper- 
ation within the constraints of a system where the necese 
sary powers are divided between two jurisdictions, each of 
authority in its own assigned field. To understand the 
problem and approach the solution we must develop as clear 
as possible a concept of what the terms we use mean in 
the context of their application here. 

The terms fiscal and economic, when applied to pol- 
icies, are often used interchangeably. For our purposes 
in this study, we will use the term fiscal policy with 
reference to both revenue and expenditure measures (ine 
cluding capital borrowing) which are directed toward the 
influence of the economy, accepting the fact that this is 
somewhat broader than the definition sometimes attached. 
The term economic policy is related to a broader area of 
government activity and is deemed to include those measures 
which directly or indirectly are intended to act upon eco- 
nomic activity whether by regulation, subsidy, or other 
means. Obviously the two are closely related and while 
fiscal policy is more often directed to stability than to 
longer term growth, in particular cases it may be diffi- 


cult to classify a policy as one rather than the other. 
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Fiscal policy in these terms has more often than not been 
accepted primarily as an area of central government inter- 
est and responsibility; economic policy, or at least eco-= 
nomic activity, is the concern of all jurisdictions. 

A brief recall of the respective Nevers of the central 
and provincial governments in Canada would be useful at this 
stage. These are contained in Sections 91 and 92 of the 
British North America Act, but it is not enough to examine 
them purely in the constitutional text. We must, in as- 
sessing the relative authority of the two levels of govern- 
ment, take into consideration the changes wrought by court 
decision, by changing circumstances and by practice. 

Under the British North America Act, Canada was given 
extensive powers in areas which appeared to the Fathers of 
Confederation to be consistent with the financial needs of 
strong central government. The concept of fiscal policy 
did not appear until some time later although, as Perry 
notes, it was at least acknowledged a good deal earlier 
than most of us canes Included in these powers was the 
right to full and unrestricted use of all forms of taxation. 
In addition, control over money and banking, trade and 
commerce and other important activities was vested in the 
central government. These, along with the general power 


to make laws for the peace, order and good government of 


23.H. Perry, Taxes, Tariffs and Subsidies, Toronto? 
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Canada, were considered adequate to provide necessary 
authority for the development of responsible policies for 
national growth. 

On the other hand the provinces, by Section 92, were 
limited to the usual local measures of licences, fees, etc. 
and to direct taxation within the province, at that time 
largely conceived in terms of local tax on realty. Few of 
the powers could be considered vital in the control of 
fiscal and economic policies even in the context of the 
time. 

Change has followed upon change in the growth of this 
intergovernmental financial relationship, more often than 
not founded in expediency rather than in considered plan. 
For many years they were not too important in themselves, 
but over time a pattern of power and response has developed 
quite inconsistent with the original form and intention. 

The developments of a widening public responsibility 
have in modern times become increasingly a factor in dis~ 
turbing what little balance existed in the federal-provin- 
cial division of revenue powers and expenditure responsi- 
bilities. Over the long run and particularly in the post- 
war years, the burden of non-defence expenditure in the 
public sector has tended to fall increasingly at the 
provincial and municipal level. If we add to this the 
growth of provincial powers resulting from decisions of 


the courts and the developments in administrative and 
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political practices, we find that we mst adapt to a 
situation which is quite divorced from the original con- 


cept upon which this nation was founded. 


Developing Trends 


As we have already noted, a major area of friction 
in the federal operation is the struggle for primacy be- 
tween policies directed to the total national benefit and 
those related to regional needs. Because of the conflic- 
ting economic, not to mention political pressures, both 
for stronger national unit and for more consistent region- 
al growth, the distribution of responsibilities with eco- 
nomic and fiscal significance has invariably proved a 
difficult one, not only here in Canada, but in most feder- 
ations. The emphasis upon rapid and sustained national 
economic growth has proved a strong influence for the 
placing of economic power where usually it has been 
assumed that they would be most effective for that pur- 
pose, i.e. under central direction. 

But against this centripetal force have been the 
conflicting economic interests of regions which would 
benefit from different policies. The situation is fur- 
ther complicated by the fact that in many cases it is 
difficult to draw a clear line between policies with 
respect to their national and regional effects. The 


general result has been that in the newer federations 
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which have been formed in the post-war era, the tendency 
has been to share economic responsibilities between the 
central and regional governments, although in most cases 
there has been an acceptance of the importance of central 
influence. The effect has been to place in the hands of 
the central government the major means for promoting eco- 
nomic development but to require, at the same time, a high 
degree of reliance upon the co-operation of regional units 
for full implementation of economic policy and development 
programmes. Consequently in practice the role of the 
central governments has often been primarily one of co- 
ordinating or aiding regional actions, although in some 
cases they have been able, in the carrying out of this 
function, to exercise considerable influence through their 
predominating position in the financing of development ex- 
penditures. In the older federations similar patterns 
have been developing although through more pragmatic proc- 
esses. 

Since the control of revenue and expenditure is a 
vital instrument in the active public influence of the 
economy through fiscal and economic policies, no discus- 
sion of federal economic policy would be complete without 
a consideration of patterns of federal finance. At one 
time when federal finance was discussed, the subject was 
considered simply as a question concerning what revenues 


were allocated to each level of government, whether these 
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were adequate for the expenditures assigned to each and if 
not, what sort of adjustments were necessary. But the 
allocation of taxing and other revenue sources, and of 
responsibilities for expenditure have taken a new signif- 
icance because of their role as instruments in the control 
and promotion of the economy through active fiscal and 
economic policies. 

The question of intergovernmental financial relations 
in a federal state is a complex one involving not only eco- 
nomic but political issues as well. Insofar as the alloca- 
tion of financial powers and responsibilities affects eco- 

nomic efficiency and sets the framework of policies, it 
ae determine the extent to which it is vossible to achieve 
the optimum utilization of resources which will promote 
balanced economic development both within particular re- 
gions and throughout the federation and at the same time 
provide economic stability. Economic aspirations have 

been a major factor in the formation of most federations 
and the criterion of economic efficiency thus has partic- 
ular significance, 

But political considerations have also been of vital 
importance, particularly as they have been concerned in 
the assignment of revenues between levels of government, 
This factor can have a crucial bearing on the whole pattern 
of political and administrative relations between the gov- 


ernments concerned, particularly through the questions of 
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the degree of genuine regional autonomy and the effect of 
this on the authority of the central power. 

Within any federation there can be no reason to 
assume that political and economic considerations will 
always point in the same direction. Indeed, the opposite 
will often be the case. A closely integrated financial 
system, desirable on the grounds of economic efficiency, 
may threaten to undermine the regional political and 
cultural factors which the federal structure was designed 
_to protect. Hence adjustments and compromise are inevi- 
tably necessary if two kinds of conflict of interest are 
to be resolved: first, those between national and re- 
gional governments and the distribution of financial ree 
sources between the two levels; and second those arising 
from rivalry between regions over the actual distribution 
of these resources among them. 

While conditions have changed over time, there has 
been a fairly consistent pattern characteristic of the 
federations of the post-war period. The details of the 
solutions have often been substantially different, but the 
essential approach has been based on similar principles. 

Three major and variable components are involved: 

(1) the assignment of powers to levy and collect 

“revenue $ 


(2) the allocation of expenditure; 
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(3) the use of substantial transfers of revenue 
from one level of government to another, 
Each of the first two has been treated separately while the 
third has been used as a correcting factor to bring revenue 
and expenditure of the national and regional governments 
into balance and as well to provide some measure of equal- 
ization between wealthier and poorer regions. 

In the assignment of powers to levy and collect taxes 
and other revenues the principles of economic efficiency 
and national objectives have tended to dominate the actions 
of constitution makers. Major sources of revenue have been 
assigned in nearly all cases to the central government, 
although in some cases, as in Canada, important concurrent 
regional authority exists. In these decisions considera~ 
tions have been the efficient levying and collecting of 
taxes, the minimizing of double taxation on the same base, 
the avoidance of financial barriers to inter-regional 
trade, the credit-worthiness of the federation and what 
may be the most important of all, the enabling of a nation- 
ally integrated fiscal policy, both for purposes of sta~ 
bility and growth. 

In the allocations of fields of expenditure, on the 
other hand, economic, social and political considerations 
have led to a much higher degree of decentralization. 
Because in many fields, especially social services and 


education but including such areas as agriculture and 
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many resource development projects, administrative effec- 
tiveness and adaptation of local circumstances can often 
best be achieved through local control, there are economic 
arguments to support decentralization. This view has been 
reinforced by the strength of regional political interests 
in most federations. As a result, many of the expensive 
and expansive fields of public expenditure are in the hands 
of regional governments. 

We have already made reference to the fact that this 
difference in concentration of revenue resources and 
spending responsibilities has created some serious problems 
which require adjustment. It has increasingly become a 
factor in the federal process for methods of financial 
transfer to be devised which, in part at least, can adjust 
what usually turns out to be a state of chronic imbalance. 
It is a matter of interest that in most of the new federa- 
tions the situation has been recognized from the start and 
they have attempted to make the necessary provisions for 
adjustment. 

It has been a common criticism of the federal form 
that its division of powers and responsibilities results 
in legalities, rigidities and technicalities which mst be 
met pragmatically or by the construction of often clumsy 
machinery for dealing with situations which do not readily 
respond to formal treatment. The experience of Canada and 


Australia in the depression of the 1930's is used as an 
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illustration of this. Even those federations in which the 
constitutional control of economic affairs has been highly 
centralized have found difficulties in areas of fiscal and 
economic policy and planning by reason of the conflicting 
interests of the federal structure. It is to the question 
of the interaction of governments in fiscal and economic 
policies in Canada in the post-war period that we will next 


turn our attention. 
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6. FISCAL AND ECONOMIC POLICIES WITHIN THE FEDERAL 
FRAMEWORK 


While the involvement of governments in problems of 
economic development has always been recognized in this 
country, in the field of fiscal policy the acceptance of 
responsibility is of more recent origin. Theoretical 
interest in Keynesian counter-cyclical policy after World 
War II led to the examination of a host of questions con-= 
cerning the more subtle implications of its implementation. 
In general, attention was focussed on the nature and powers 
of the fiscal instruments as well as the conflict of goals. 
which might ensue. Only occasionally, however, did polit-~ 
ical economists concern themselves with the existing 
fiscal and political institutions and arrangements which 
would inevitably determine the practical success of the 
Keynesian idea. 

The nature of the governmental structure was one 
important area that was generally overlooked. There was 
a noticeable tendency to assume that only one level of 
government existed with full power over fiscal matters 
and that, therefore, it was only necessary to design the 
desired fiscal equation for that particular government, 
This attitude is to be noted in the "White Paper" on 
employment and income of 1945, in which somewhat less than 
adequate recognition was given to the complexities of 


fiscal and economic policy implementation in a federal 
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state, While the limited approach to institutions and 
arrangements was and is essentially correct in the case 
of a unitary state such as the United Kingdom, it will 
not likely be so where a federal structure exists, al- 
though in the atmosphere of the centrally controlled 
economy of 1945 in Canada the attitude is understandable, 
The problem is especially acute where the regional 
governments possess a high degree of autonomy in fiscal 
decision-making. In such cases attempts by the central 
government to influence the nation's economic performance 
may be either assisted or impeded by the decisions of the 
other government levels. 

If we assume that the central government (in this 
case the Government of Canada) has accepted the respon- 
sibility for maintaining high levels of production and 
employment, as well as relatively stable prices and a 
reasonable per capita income growth rate, it is important 
to examine the fiscal role played by the provinces (in- 
cluding their municipalities) in the attainment of these 
goals. To what extent have provincial spending and taxing 
patterns complemented those of the federal government and 
to what extent have they conflicted? Have the results 
been positive, negative or largely neutral? In any case, 
has the provincial pattern been due to discretionary or 
automatic factors? What reasonable arrangements might be 


developed which would strengthen the fiscal contributions 
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of both provincial and federal gavernments to stabiliza- 
tion with growth? 

These are a few of the more significant issues which 
we will examine. No attempt is made here to provide an 
exhaustive analysis of the problem. We do not propose to 
duplicate the useful work done by others such as Will for 
the Royal Commission on Taxation, or Barber, for the Ontario 
Committee on Taxation. Our purpose is to look at how fiscal 
and economic policies have operated in the federal context 
in Canada and to try to see what contrary and complementary 
forces exist and how they may be directed to the achieve- 
ment of our basic purpose of the optimum stable growth for 


this whole country. 


The Basic Issue 


The problem of the influence of these policies on 
aggregate demand in Canada is an extremely difficult one. 
In studying the history of activities in the post-war 
period, it is impossible to escape the feeling that the 
situation has too often been over-simplified. Too often 
we have tried to deal with matters as if there were 
single causes rather than multiple ones. 

The complexities of the whole question are brought 
readily to our notice if we look very briefly at the powers 
through which governments may develop fiscal and economic 


policies. In general terms the ability to provide effec- 
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tive fiscal policy depends on the ability to take action 
through the use of the principal tax fields especially the 
individual income tax, through monetary policy, through 
government expenditure both current and capital, through 
the use of debt and credit and by more direct regulatory 
means, All of these are available to the central govern- 
ment under our constitution, in whole or in part. The 
provinces, however, are more restricted both in the extent 
of their activity, as in the case of monetary policy, and 
in their ability to apply policies effectively in the 
areas available to them. 

In economic policy, the role of available influence 
is wider and the relative importance of the provincial 
government is noticeably greater. While most of the fac-~ 
tors which apply in the case of fiscal controls also have 
influences in the economic sector, there are a number of 
additional ones. Among them are resource development, 
labour policies, industrial development, education and 
technical training, immigration and regulation of corpo-~ 
rations and enterprises. 

Not only are there the varying influences of divided 
authority to be contended with, but there are a number of 
constraints upon the use of the available instruments 
which operate regardless of the framework that contains 


them. These we might usefully review briefly here. 
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Constraints 


In any important process of policy development there 
will be difficult questions of alternative goals with 
respect to which decisions must be made. Often these 
decisions will involve fundamental questions in the assess-= 
ment of social, economic and even moral issues, as well as 
the ever-present political ones. Unless such assessments 
are made there is no way in which many of the decisions 
necessary in the development of fiscal and economic pol- 
icies can profitably be taken. This is becoming more 
evident as the demands of the public sector press more 
heavily each budget against the rather flexible ceiling 
of politically acceptable and economically supportable 
levels of taxation in all jurisdictions. A factor which 
adds to the difficulties is that the pressures of public 
demand as they grow in size tend also to grow in their in- 
flexibility as the vested rights of programmes and interest 
groups become established. The room for manoeuvre becomes 
correspondingly narrowed as desirable ends must be weighed 
against the need to influence the economy. 

Nor is it possible to neglect the political factors 
implicit in the exercise of fiscal policy. Even where 
the course is clearly outlined, and this is the exceptional 
case, a government's reaction to fiscal requirements will 


be subject to the judgment of the effect of its actions on 
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its political fortunes. Tax cuts to stimulate the econ- 
omy are easy enough to accept. Tax increases for re- 
straint especially in a period when taxes are already 
high, take a good deal more political courage, especially 
if an apparent surplus is the government's objective. 

Nor is it as easy to act in an election year as when the 
test is just behind. As Will points out, "Fiscal policy, 
of necessity, had to be geared to political realityait= 
Too frequent changes are going to be viewed with suspi- 
cion for no government enjoys the reputation of being the 
custodian of an unstable economy which requires its con- 
stant attention. Action will often be delayed in the 

hope that it will eventually be unnecessary. 

Finance ministers must also be prepared to deal with 
the technical problems of fiscal policy as well as the 
political ones. Despite our acknowledged advances in re- 
cent years in the collection, processing and analysis of 
information, the science of economic forecasting is still 
in its infancy. Even where sources, methods and conclu- 
sions are reliable, there is often such a time lag in the 
information being made available for use that the situation 
may very well have changed before any action is possible. 
The end results may be quite unlike what is currently re- 


quired. This lag factor is particularly important as 


i 
R.M, Will, Canadian Fiscal Policy, 1945-63, Royal 
Commission on Taxation, Study No. 17, ome Ottawa: p. 91. 
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these matters can seldom be dealt with in isolation but 
must be used in conjunction with others such as monetary 
policy, the balance of payments and other international 
influences. 

| These impediments have not been listed in any attempt 
to denigrate the whole concept of fiscal and economic in- 
fluence through governmental measures. Such would be 
defeatist and quite unjustified. But what we do suggest 
is that there is insufficient recognition of the complex- 
ities of a situation which under the most favourable admin- 
istrative and political conditions has many obstacles in 
the way of successful solution. These are the problems of 
government in a complicated society and exist regardless 
of the structure within which they must operate. But there 
can be no doubt that they are not made easier by the divided 
authority with which we in Canada must contend. 

In the unitary state, while there will almost always 
be a number of alternative choices to influence the forma~ 
tion of any policy, in the last analysis one responsible 
authority will make the decision. In the federal state, 
in many fiscal and economic decisions that must be taken, 
there will be an overlap of authority and we are faced with 
the additional problem of reconciling objectives and 
methods of the competent authorities involved, The situa- 
tion is no easier by reason of the fact that, in the proce 


ess, political differences may have to be resolved as 
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well. As the Royal Commission on Taxation has noted, 
"The larger the relative changes required, the 


greater the political barrier to quick and 
decisive action by the federal government." 


Fiscal Policy 


There is a good deal of difference of opinion as to 
how the divisions of authority in a federal state affect 
the” conduct of fiscal’ policies.” @0Qn™a priori. croundsene 
is not difficult to argue that provincial finances could 
tend to run contrary to federal countercyclical policies. 
If the objective of such policy is to add to aggregate 
demand when the economy is faltering and to suppress 
aggregate demand when the economy is overheated, by the 
nature of their financing positions or their administrative 
needs it may be that provinces would operate to the 
opposite effect. 

Provincial and municipal policy-makers have, with 
few exceptions, shown little evidence of practical cone 
version to the 'Keynesian idea', although in some instances 
they have accepted its principles. Admittedly their room 
for manoeuvre has generally been quite limited. The lag 
which seems to exist between the time a new conceptual 


framework is developed and the time it can be knowingly 


“Re ort of the Royal Commission on Taxation, Ottawa: 
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put into practice is formidable. Before an idea can have 
practical application it must in political terms be related 
to a recognized problem. While it would be idle to suggest 
that those who guide the affairs of provinces and munici- 
palities have not been aware of the dangers of depression 
and inflation it seems reasonable to assume that they have 
not recognized them as primarily their own and have con- 
ceived of them more as national ones and looked to the 
federal government for solutions. Provincial responsi- 
bility, so far quite properly, has been a financial one 
related to the supplying of public needs. It has seldom 
gone much beyond that. The upward progression of much of 
provincial and municipal spending in the current inflation- 
ary period is evidence enough of their effective disso~- 
ciation from direct responsibility. This makes no judgment 
of the merits of the programmes for which these increasing 
costs are being incurred. 

While there may be political and historical reascns 
for the provincial position, there is also strong practical 
support for it. The nature of these policies and the 
economic interdependence of the provinces results ina 
total lack of control over the regional consequences of 
cyclical action. The costs of ‘leakages! involved can be 
severe as hes benefits of any such action on the part of 
one province will quickly spill over into other jurisdic- 


tions. The external results may quite possibly be greater 
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than the primary benefits gained by the home province. 
Under such circumstances provincial and local legislators 
and officials, perhaps especially if they understand the 
mechanism, are wont to have a marginal interest in under- 
taking major fiscal programmes, some perhaps of a fairly 
radical nature, when they may provide more benefits to 
non-residents than to their own people. Just as the 
‘exclusion principle' has led to the collective provision 
of certain public goods and services which might other- 
wise be left to the naaeeonaied so the inability to con- 
tain the benefits of a policy within one's own political 
jurisdiction quite naturally shifts that policy responsi-~ 
bility upward to the larger jurisdictions. 

While some authorities including paphert argue that 
most Canadian provinces are large enough and financially 
capable of carrying out at least a modified fiscal policy, 
the greater weight of opinion seems to be on the side of 
amore restricted aaiens Even if provincial and municipal 
governments were technically equipped for the job and were 


prepared to accept the responsibility for carrying out 


3See R.A. Musgrave, "The Theory of Public Finance," 
New York: McGraw Hill, 1959, pp. 6-17. 


‘c.L. Barber, Theory of Fiscal Policy as Applied to 
a Province, Ontario Committee on Taxation, Toronto: Q.P., 
1969, C. 2. 
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countercyclical policies, it is doubtful whether they 
possess the basic abilities to do so. Such policies re- 
quire deficit financing to combat deflations and provin- 
cial or municipal governments seldom have adequate credit 
resources for this, especially if the deficits must be 
continued over long periods as during the 1930's. Today 
most provinces are straining the ceilings of their credit 
as a result of the heavy demands for capital for their 
growing needs. Even the larger provinces with their high 
borrowing capabilities on the public market are only in 
the position of preferred debtors and lack that basic 
power that goes with national status in these fields, i.e. 
the access to the central banking system which is so 
important to extended deficit financing in times of con- 
tinuing stress. Even if the credit resources were ade- 
quate, the costs of carrying the debt could be a real 
budgetary burden. If this aspect is coupled with the 
‘leakages' to which we previously referred, the incentives 
for local fiscal activity are further reduced. 

Perhaps the most important of these considerations 
is the fact that the principal provincial and municipal 
revenues have not, in the period of our interest, been of 
the nature that best fits them for fiscal uses. The 
actual Pei anes has been more on revenue resources which 
are less responsive to adjustment with the level of eco- 


nomic activity than those under central control. We 
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think here particularly of the individual income tax. 

Thus an important instrument of countercyclical policy 

is missing. But even if tax allocation changes to the 
local advantage continue to take place in the future, 

the elasticity of provincial revenues are likely to be 
more than taken up by the continuing growth of expendi- 
tures in such difficult and inelastic fields as education, 
health and resource development. These factors would at 
least limit the fiscal influence where it did not cor- 
respond to the main expenditure purpose. 

The experience of the 1930's in both Canada and the 
United States was of local financial activity that tended 
to operate against the best interests of the economy. 

The best known study of this is that of Hanson and Perloff 
which noted this trend in the United States in that decade: 


"The taxing, borrowing and spending activities 
of the state and local governments have typi- 
cally run counter to an economically sound 
fiscal policy. These government units have 
usually followed the swing of the business 
cycle from crest to trough, spending and 
building in prosperity periods and contracting 
their activities during depressions. In the 
boom of the late twenties, they added to the 
disposable income of the community and bid up 
prices and building costs in large scale con- 
struction activities. In the depressed thir- 
ties the fiscal policies of these governments 
exerted a deflationary rather than an ex- 
pansionary effect on the economy: expenditure 
and especially construction outlays were 
severely reduced, borrowings were restricted 
and taxes weighing on consumption were in= 
creased." ¢ 


6 
C.H. Hanson and H.S. Perloff, State and Local Finance 
in the National Economy, New Yorks: 1944, p. 49. 
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This is the concent of fiscal perversity and it will be 
our task to see if it applies in the context of current 
Canadian experience. 

No useful purpose will be served here by an analysis 
of the data in the years prior to World War II. In the 
first place there is a lack of reliable detailed statis- 
tics applicable to short-run analysis; in the second place, 
the unusual severity of the secular downturn of the 1930's 
is overwhelmingly reflected in all economic series of the 
period; in the third place, the very issue which is at 
the root of our concern - countercyclical policy - hardly 
became known until after World War II in practicing cir- 
cles; and in the fourth place, the changes in institutions 
and arrangements which have taken place from the forties, 
particularly with respect to federal-provincial fiscal 
relationships, would render pre-World War II findings 
somewhat obsolete. We limit our interest therefore to 
the period from 1946. 

Even a cursory examination of post-war data reveals 
immediately that the over-riding element in the provincial/ 
municipal expenditure behaviour has been in persistent and 
almost linear growth over time. Excluding intergovern- 
mental transfers, from about $1.5 billion in 1946 it in- 
creased Saeei five-fold to around $6.8 billion in 1962 
which was the first year on the 'national accounts' basis 


that it exceeded federal spending. By 1965 provincial/ 
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municipal expenditure had reached $9.1 billion as against 
the federal total of $7.0 billion. While federal spending 
increased also during this period, it exhibited a more 
erratic behaviour and generally much less relative growth. 
The provincial/municipal experience is not any 
accident of circumstance or the product of mere political 
ambitions. It can, in large part, be explained by the 
fact that following World War II Canadian society not only 
changed in its attitudes toward its public needs but had 
accumulated a large backlog of unmet demands in precisely 
those areas that constitutionally were the responsibility 
of the provinces and municipalities. Economic and popula- 
tion growth, in addition, began to place increasing de~ 
mands on these same areas. Having postponed the provision 
of adequate services in the fields of education, healtn, 
welfare and highways, as well as municipal services during 
the depression as a result of starved finance and during 
the war as a result of the need to use real resources for 
more immediate and important purposes, the provinces and 
municipalities were almost as one, faced by many pressing 
demands. The result has been a period of continuing 
growth in expenditure with the almost frenetic emphasis 
on education and training adding an even more compelling 
factor. This growth, under the circumstances, contributed 
little to stability. Taking place as it did in a period 


of continuing price increase, it may very well have con- 
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tributed to it. It was an unavoidable secular process, 

but serves well to illustrate the difficulties of manip- 
ulating the expenditure pattern in times of pressure of 

public demand for needed services. The revenue pattern 

has been similar. 

Of course it can be argued that during the periods 
in which the economy experienced deflationary pressures, 
and there were three or four of these of quite short 
duration, the strong demand from provinces and municipal- 
ities contributed to stability in the economy. But by the 
same token and more frequently it contributed to upward 
pressures when aggregate demand was already pressing on 
the nation's resources. The post-war experience does not 
appear to have been influenced by any consistent fiscal 
policies on the part of provinces and municipalities. 
They have not been represented by any noticeable built- 
in stabilizing programmes nor by many discretionary and 
deliberate counter-cyclical moves. In other words pro- 
vincial/municipal policy in this period has in nearly all 
cases, with a few notable exceptions, been largely inde~ 
pendent of fiscal purpose. Any effects have been inci-~ 
dental to the prime expenditure role. 

While the pattern of provincial/mnicipal expendi- 
ture has been one of consistent growth, the same is not 
true of the federal experience. An examination of this 


shows the movements in federal fiscal behaviour as they 
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are related to the varying periods of economic activity 
in the post-war years. Here one begins to see some move- 
ments which, at least, are positive even if not always 
accurate or adequate, for the timing is often off and the 
policy itself generally too hesitant and too mild. Ref- 
erences to this situation are in the Report of the Royal 
Commission on Taxation, in the Will Study for that Com- 
mission and that of Barber to which we referred earlier.’ 

From the evidence it is not unreasonable to conclude 
that the federal authority is still the most important 
source of built-in and discretionary countercyclical pol- 
icy and the provinces and municipalities at best are 
generally neutral in their policies, although both positive 
and negative effects have been noted in the process. The 
Royal Commission has made an interesting comment, 

"The point is, that while provincial govern- 

ments could help the federal government 

stabilize the economy, a lack of federal- 

provincial co-ordination and co-operation 

with respect to the changes does not make 

the federal task technically impossible. 


It could, however, make the task more dif- 
ficult politically." 8 


There has been in the past very little federal- 
provincial interchange in areas of total budgetary policy 


7see R t_of the Royal Commission on Taxati Vol. 
2. onl 67-81. RM, Will > Canadian Piacal Polier, toweces 
Study No. 17, Royal Commission on Taxation, Q.P., Ottawa: 
1966. C.L. Barber, Theory of Fiscal Policy as Applied to 
S ae e, Ontario Committee on Taxation, Q.P., Toronto: 
968, 
Sinid., p. 101. 
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with the result that the policies which have been adopted 
have been directed to particular ends rather than to the 
overall objective of providing a working basis for federal 
and provincial co-operation in the arrangement of the 
economy. 

But it would not be correct to assume that there are 
no inter-relationships between the federal and provincial 
governments which influence fiscal and economic policies 
in Canada. There are in fact a number of practical rela- 
tionships that exist and even though their purpose is not 
directly related to the co-ordination of fiscal and eco- 
nomic policies, they do have influences of varying impor- 
tance. 

An important part of the federal-provincial fiscal 
relationship in Canada in the post-war period has been a 
direct reflection of wartime demands. For the period from 
1941 to 1962 the era of the tax rental agreements gave the 
national government effective control of two of the impor- 
tant tax sources for fiscal purposes and particularly of 
the individual income tax. The control was not complete 
due to the abstention of Quebec from 1947 on and of Ontario 
during some parts of the period, but it was for all prac- 
tical purposes effective. The problem of divided fiscal 
authority did not seriously arise as an issue in this 
period, and until 1962 the Government of Canada was able 


to act to the best of its ability without any strong 
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challenge to its power. After 1962, the tax collection 
system replaced the old rental agreements and while in 
theory this should have seriously reduced the federal 
authority, as it was worked out the provincial ability 
to use the tax fields was limited by the necessity of 
following the federal lead in the levying of those taxes, 
The provincial "freedom" was to some extent illusory and 
the situation was not basically changed. 

The real weakening in federal control did not actu- 
ally start to develop until somewhat later. While there 
had been a persistent resistance to the federal authority 
from Quebec and to a lesser extent Ontario, actual develop- 
ments which threatened the federal position did not occur 
until 1963 with the development of the policy of allowing 
provinces to "contract out" of federal conditional grant 
and shared-cost programmes. Conditional grants after the 
war became an increasingly important part of the federal~ 
provincial financial relationship. Along with the tax 
agreements they provided a method by which the central 
government could assist the provinces to meet their 
growing financial needs while at the same time retaining 
a large measure of control of the tax system for fiscal 
purposes. To this extent they were an impnortant element 
in the development of a centrally controlled policy. 

Conditional grants had other influences, not always 


on the side of effective policy development, The fact 
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that there have been developed a number of programmes which 
are based on firm agreements between the two governments 
introduces an element of rigidity both in times when re- 
straint would be desirable and when acceleration of expen-= 
diture would be in order. While it would in theory be pos- 
sible to use these as vehicles of co-overation in periods 
when the stimulation of public exvenditure is required or 
reduce them when restraint is the order of the day, the 
fact is that the objectives of the programmes tend to be- 
come fixed and alteration for purposes unrelated to these 
objectives is unusually difficult to achieve, 

In one form the conditional grant offers scope for 
joint fiscal action. The idea that programmes of cavital 
expenditure could provide a useful method for stimulation 
of the economy in periods of down-turn is of long standing. 
The 'shelf of public works' was an important part of the 
post-war planning at the Reconstruction Conference of 
1945-46, Unfortunately the shelf concept has not proved 
workable for technical reasons of planning and in most 
eases due to the fact that the most necessary works do not 
lend themselves to stop and start tactics but are properly 
related to economic and social demands. There has been, 
however, a limited application of this in federal grants, 
particularly to local governments, for desirable if not 
always urgent improvements. The Municipal Improvements 


Assistance Loan Act of 1939 was an early example. The 
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municipal winter works programme of 1958 and the Municipal 
Development Loan Fund of 1963 were more recent examples. 
Such programmes are, of course, limited in their influence 
for stimulation and have no place in a policy of restraint. 
They do, however, hold some promise for useful development 
in the scope of their operation, particularly in that 
growing area of current interest, urban development. 

The third area of intergovernmental fiscal relation- 
ship which has developed in the post-war period is that of 
equalization and stabilization. The process of equaliza~ 
tion of provincial revenue sources has not been directly 
-related to the management of the economy and its main in- 
fluence has been to enable provinces to provide a more 
acceptable standard of public services. While it has un- 
doubtedly made it more possible for provinces to use their 
resources in a way better suited to their assigned respon- 
sibilities by the mere process of providing a revenue base 
more adequate to the needs of the times, it must be admit~- 
ted that there is little evidence of any direct effect of 
this policy on provincial fiscal activity. Stabilization, 
on the other hand, by providing provinces with a high 
level base under a substantial portion of their revenues, 
makes it more feasible for them to accept the responsibil- 
ity of maintaining their expenditure at a level consistent 
with the needs of the economy, especially in periods of 


economic stagnation. The Royal Commission on Taxation 
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attaches particular importance to this factor in the proce 


ess of intergovernmental fiscal co-ordination. 


Economic Policy 


In the field of economic policy the responsibility 
is more broadly divided between federal and provincial 
governments. The methods employed, as distinct from those 
of fiscal policy more specifically concerned with stabiliza- 
tion than with growth, are more direct and in this way more 
closely related to the powers which can be exercised at the 
provincial level. This situation, on the surface at least, 
seems consistent with the rather wide variation in regional 
needs and capacities in this country and it enables the 
regional governments to adjust the programmes to their 
particular objectives, However, in this very fact are 
some of the most serious hazards for the future of Canadian 
economic unity for, in their attempts to deal with the 
specific problems of their own regions, the provinces have 
in more than one case used special measures such as sub- 
sidies, loans, resource concessions and tax relief which, 
if carried to extremes, can result in serious interprovin- 
cial competition and a degree of disorganized development 
which would be contrary to the best interests of Canadian 
economic growth. 

Under such circumstances the need of an effective 


degree of interprovincial co-ordination is clear. But what 
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may be even more important is that the Government of Canada 
should assume a basic responsibility in the reconciliation 
of the diverse interests of the various parts of the coun-= 
try. If it is to serve its true role as the government of 
all people in all parts of Canada, it must accept this 
primary responsibility. 

Federal economic policy operates through a number of 
powers and by a variety of means. The national power over 
the principal sources of taxation can have important in- 
fluences on economic growth, negatively as well as posi-~ 
tively. The tariff has been a fundamental weapon in this 
field often operating with strong regional bias while 

seeking to accomplish the total national objective. More 
specifically, policies of trade and commerce, including 
trade agreements with their quotas, credit arrangements 
and the like, have played an important part. Transporta~ 
tion policies, particularly with respect to railways, have 
always been a vital influence in Canadian growth. Employ- 
ment and labour policies, vocational and work-training 
programmes and immigration policies have all been used for 
economic purposes. More recently, direct methods of sub- 
sidy through tax concessions or direct payment have become 
an important factor in industrial development promotion, 
And there are always the special programmes which we gen= 
erally associate with agriculture although we find them in 


other fields as was the case of the St. Lawrence Seaway, 
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the Trans-Canada Pipeline and such developments as the 
South Saskatchewan and the Winnipeg Floodway in Manitoba. 
A substantial part of the departmental responsibility of 
government is devoted to the ends of development and in 
the last few years we have seen the creation of the 
Economic Council of Canada as a new and important instru- 
ment of this activity. 

On their part the provinces possess powers which 
they often use to important effect. Like the federal 
government, they have powers of taxation which on many 
occasions in the past and particularly at the municipal 
level, have been used to assist industrial, resources and 
other development. Natural resource concessions have 
always been a favourite tool of provinces in industrial 
promotion. Agriculture, in turn, has enjoyed over the 
years substantial provincial and municipal tax conces-= 
sions. Direct subsidization has been less common but is 
not unknown. Purchasing preferences are still in use, 
openly or covertly, although this process of artificial 
protection is being regarded with increasing suspicion. 
Provincial responsibility for highway transportation has 
assumed a growing part in the support of industrial and 
agricultural growth. A few of the provinces have impor- 
tant railway interests which they actively use for the 
purposes referred to here. Electrification policies have 


also become an increasing factor in recent years in in= 
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dustrial promotion. While more indirect, the provincial 
responsibility for education has been an increasing in- 
fluence in the economic development on a wide front. 

In more recent times, there has been a rapidly in- 
creasing interest in specific programmes of industrial 
development in most cases related to the credit support 
through loans or guarantees for new or expanding indus- 
tries. In some cases provinces have assumed their role 
through the development of industrial estates which pro- 
vide physical plant facilities to wanted industries at 
rates which, if not actually subsidized, are usually 
highly favourable. 

The problem that mist be met with in all these 
regional federal-provincial attempts is that by their 
nature they are designed to artificially support situ- 
ations which are often incapable of existing on their 
own. The additional factor of competition with private 
or other public resources designed for the same purpose 
must also be considered in assessing the value of such 
plans, for while to some extent they merely supplement 
other schemes in certain cases, unless co-ordinated, they 
will provide a competitiveness which can work only to the 
benefit of the recipient. Competition between provinces 
must be considered and if this assumes any sizeable pro- 
portions it may only work to the detriment of those prov-= 


inces that can least afford to play the game. So far at 
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least, the various schemes seem to have done very little 
overall to narrow the margin of regional economic dis- 
parity although it might be argued they have stopped the 
situation from becoming more unbalanced. The Economic 
Council of Canada has directed a good deal of attention 
to this regional development problem and in its 1965 re- 
view noted the following: 
"It is the regional differences in industrial 
productivity rather than in economic structure, 
which exert a major influence on regional in- 
come disparity...it appears that the varying 
regional distribution of economic activity by 
sector exerts relatively little influence on 
inter-regional income disparity, and changes 


in structure have contributed only moderately 
to narrowing the disparity over time." 9 


While the interests of all levels of government are 
inevitably linked in the development of national economic 
policies, essentially the problem of growth as an inter- 
governmental interest is most clearly pointed up in the 
need for measures adjusted to varying regional demands, 

If we accept the principle that government inter- 
vention and participation in regional development is a 
desirable feature of public policy, then in a federal 
state, given the complementary nature of the powers in- 
volved, federal government participation is surely re~ 


quired in the co-ordination and content of any logical 


7Beonomic Council of Canada, Second Annual Review, 
1965, Ottawa: 9.P., p.. 126. 
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developmental policy. If there is not to be conflict and 
resultant waste, some means must exist to determine which 
regional schemes are most beneficial to decide what type 
of action is required and what measures are necessary to 
prevent rivalry and competition from minimizing the eco-= 
nomic growth attainable, 

Increasingly economists now seem to accept the need 
for a national policy of regional as well as total develop- 
ment and urge that some policy guidance should logically 
come from the Dominion Government; for example, T.N, 
Brewis writes: 

"Competition for industry at the provincial 

level has important implications for the 

nation as a whole, If there is to be a 

national policy for regional development the 

actions of individual provinces cannot be a 

matter of indifference to the federal govern- 

ment," 
and 

"The first essential is to clarify policy 

objectives at the national level, objectives 

that will certainly require agreement and 


approval by the provincial governments if 


they are to be implemented effectively." 10 


Obviously there must be some criteria for assessment 
of the relative merits of policies, some of which will 
contribute to the national growth and others which will 


benefit regional growth at some cost to the total advance, 


10 


T.N, Brewis, in Canadian Economic Policy, MacMillan, 
Toronto: 19 Bue 
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Some agency of co-ordination and co-operation will be 
necessary to make the needed adjustments. The Economic 
Council of Canada can provide a technical base for this 
through development of its associations with its provin- 
cial counterparts, but some advance at the policy level 
is surely required. This may perhaps be found in the new 
federal department for regional development which is now 
being formed. 

A more pragmatic reason for joint involvement is in 
the deficiency of financial resources in the areas where 
action is most urgently required. In the Maritime Prov- 
inces, J.N, wolfacs has argued that the resources required 
are well beyond the capacity of the provincial governments 
to pay. Federal participation in regional development is 
moreover essential not only because it can provide the 
necessary financial assistance, but also because it has 
such vast responsibilities that its broad national eco-=- 
nomic policies must be, to a large extent, consistent with 
the demands of regional growth, if they are to be viable 
over the long term. 

Some advances have been made in the areas of joint 
participation. The A.R.D.A. programmes, the Fund for 


Rural Development, the Atlantic Development Corporation, 


Set Wolfe, Taxation and Development in the Mari- 
times, Canadian Tax Paper No. 17, mereatan Tax Foundation, 


Toronto: 1959. 
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the Cape Breton experiment, are all evidence of an accept- 
ance of the mutuality of interest. But there still remains 
the basic problem of relating the needs and efforts of 
regional development to the needs and efforts of total 
national growth. It is this part of the problem which 
seems to call for more detailed and sonhisticated treat- 


ment than it has yet received. 


OY 
7. THE PRESENT STRUCTURE OF LIAISON 


The increasing demands of governmental responsibility 
have resulted in the rapid growth of intergovernmental in- 
volvement. No longer is it practicable, and in fact it 
rarely has been completely so, for each jurisdiction to 
attempt to carry out its assigned responsibilities without 
regard to what others may be doing. 

Thus we have on our hands an extremely complex net- 
work of intergovernmental relationships. For its purposes, 
the structure may be large enough. Unfortunately, taken as 
a whole, it has grown in response to individual demands 
(and in this it shares the distinction with much of the 
internal structure), rather than developing to meet the 
total requirements of the situation. 

The liaison structure we have in Canada, if it can 
be called by such a name in its present state, is extremely 
diverse both in form and effect. It covers a broad area 
from the top where formal matters of total government pol- 
icy are dealt with through a spectrum of formal administra- 
tive arrangements to the day-to-day contacts often devoid 
of formal sanction, which go to make up so much of the 
stuff of public activity. A good deal of this activity is 
in specialized areas but so much of it influences fiscal 
and economic policy in some way or another that it is diffi- 


cult to draw a line. Our examination here of existing 
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machinery has consequently ranged somewhat more widely than 
might be considered warranted by a strict interpretation of 
our terms of reference. 

In dealing with the present structure, we will first 
undertake a general description of the machinery and then 
proceed to examine and assess its operations under the de-~ 


mands which are currently being made upon it. 


A. A General Description of the Machinery 
(1) Formal conferences and committees 

The formal machinery of intergovernmental liaison in 
Canada takes on a wide variety of forms, There are the 
institutions, organizations, conferences and comnittees 
which exist on a more or less continuing basis. An appen- 
dix contains an inventory of some one hundred and seventy 
such pba es and the list is constantly changing and gener- 
ally growing. We do not propose to examine each one in 
detail but it is possible to identify a number of differ~ 
ent classes within this listing. We have found it useful 
for this purpose to borrow in a general way the classifi- 
cation used by Edgar Gallant in his analysis of "The 
Machinery of Federal-Provincial Relations" in Canadian 
Public Administration, December, 1965. 

(1) federal-provincial committees 

These are the standard type of consultative bodies 


and while generally with some formal structure, they vary 
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substantially in their construction and method of operation. 
They are composed of ministers and/or officials, both fed~ 
eral and provincial, who come together as official repre- 
sentatives of their governments to discuss matters of mutu- 
al interest, ranging from broad policy questions to some 
of a highly technical and specialized nature. They mst 
be accepted de facto as committees of government even 
though in most cases they lack formal statutory existence, 
for they operate through the participation of individual 
governments, each in its own right. These committees are 
of different types. Some are considered to be continuing 
bodies- for consultation and these generally meet with 

some regularity and thus tend in many cases to develop an 
institutional character. Other committees are not given 
such a formal identity. They come together on an ‘ad hoc! 
basis and are not regarded as a permanent consultative 
body in the same sense, although their availability for 
meeting as required is fully recognized, Still others 
may be referred to in the current jargon as ‘task forces.'! 
While they are usually formally constituted, by order-in- 
council or ministerial decree they have a limited task to 
perform and a terminable existence. It is intended as a 
rule that they should disappear from the scene after their 
assigned work is complete. Such operations as the Tax 
Structure Committee or the Committee on Financial Institu- 


tions and Securities Regulation could properly come under 
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this last classification. This of course does not mean 
that they may not develop as a permanent or continuing 
form should circumstances require it. 

The Government of Canada, by virtue of its position, 
is generally, although not in every case, the central co- 
ordinating influence and provides the chairman and secre- 
tarial services. 

(ii) interprovineial committees 

Strictly, these might be excluded from a survey of 
federal-provincial liaison machinery, but the extent of 
federal interest is sufficient in many cases to warrant 
their inclusion. They are, as a rule, consultative bodies 
of some formal structure, composed of provincial repre- 
sentatives, ministerial and/or official. They convene 
for the purpose of considering general matters of inter- 
provincial interest, for the exchange of information and 
experience, or for the purpose of developing joint ap- 
proaches to the central government. 

The pervasive influence of the federal interest is 
such, however, that in a good many cases while federal 
representation is officially lacking, the national govern- 
ment participates by having observers present. As a ree 
sult, while officially interprovincial, these bodies thus 
may often take on some important elements of a federal- 
provincial role. The annual conferences of the mines 


ministers are an example. The provinces assume responsi- 
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bility for organization and in most cases take turns in 
acting as hosts. In some instances these meetings assume 
a regional character, as in the formally organized Prairie 
Provinces Economic Council and the informal meetings of 
the Premiers of the Atlantic Provinces. 

(iii) advisory councils 

There are several groups now in existence which are 
appointed under federal statute or order-in-council to act 
as advisory bodies to federal ministers. These councils, 
where there is provincial representation, function as 
federal-provincial committees to a certain extent. Some 
of these groups have only official government representa-= 
tion, others are a mixture of officials and representatives 
of private organizations. A few exist which have no 
official representation whatsoever, although they may have 
a regional representation and act in an advisory capacity. 
These do not fit into the scheme of our study of inter- 
governmental bodies. There are also some such councils 
or committees which are intended as administrative advisory 
bodies to federal departments. One also finds on occasion 
advisory bodies to provincial ministers in fields of 
special interest, where federal officials act in an ad- 
visory capacity. The Dominion Council of Health illus- 
trates this advisory approach at the federal level, as do 
the Agricultural Co-ordinating Committees in some provinces, 


at the provincial level. 


- 102 = 


(iv) gquasi-independent associations 


There are certain bodies which are made up wholly, 
or almost so, of ministers and/or civil servants. They are 
supported largely by public funds but are not federal- 
provincial committees in the usual sense of the term, They 
are constituted as associations and function to some extent 
as professional organizations or special interest groups. 
While this aspect varies from case to case, their stimulus 
comes more from within themselves than from the governments, 
and the participants, at least in theory, function more as 
association members than as representatives of governments. 
However, they serve the purpose of bringing together people 
in a particular field from all governments and they can 
contribute to a considerable extent to intergovernmental 
consultation and co-ordination. Examples of such bodies 
include the Canadian Council of Resource Ministers, which 
has its own letters patent and its own staff, the Canadian 
Association of Administrators of Labour Legislation, and 
the Association of Canadian Fire Marshals. 

(v) other 

In many cases, the groups or conferences to which we 
have referred in the four previous categories will have 
sub-committees. Committees at the regional level are also 
found, composed of federal regional representatives and 
officials from one or more provinces, 


Certain non-government organizations or professional 
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associations may also serve as vehicles for intergovernmental 
liaison. They have in most cases a substantial number of 
members who are ministers or officials from across Canada, 
When members come together to discuss their areas of inter- 
est, considerable intergovernmental liaison inevitably is 

a by-product of the meetings. The Canadian Good Roads Asso= 
ciation and the Institute of Public Administration of Canada 
are examples of this type of liaison operation. Organiza~ 


tions of this kind are not included in the appendix. 
(2) Other formal provisio 


The other conferences and committees already noted 
are by no means the only vehicles for intergovernmental ex-~ 
change. Many federal departments have regional offices 
located across the country which frequently have as part 
of their responsibility the facilitating of communication 
with provincial offices. Federal-provincial committees are 
often established at the regional level through them, The 
degree of delegation to regional offices varies widely and 
this, of course, affects the extent to which consultation 
can be effective at the local level. There are signs of 
increasing departmental interest in the approach. 

The reciprocal of this situation could be considered 
as the establishment of provincial offices in Ottawa. Most 
provinces seem to have considered this approach at one time 


or another (including in one instance the ideas of minis~ 
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terial representation in Ottawa) but so far only Alberta, 
which has had a permanent representative in Ottawa for some 
years with limited terms of reference, and Quebec which has 
a press office, have actually taken any action. There 
seems to be considerable reluctance to establish what many 
fear would be an additional barrier to communication be-~ 
tween the departments of federal and provincial governments 


with like interests. 


(3) Informal processes 


Without doubt the most frequently used and often the 
most effective form of liaison is the informal day-to-day 
contact which is used in the ordinary course of business 
by both ministers and administrators. Much of this depends 
on the degree of development in the intergovernmental rela- 
tionship and to this extent it can be a product of more 
formal channels. Conversely, more formal relationships 
can develop from personal and official contacts at the in- 
formal level. 

Every day there are a multitude of contacts and com- 
minications between officials of both levels of government. 
These may be by telephone, letter or personal visit, 

Modern means of communication are increasingly becoming 
more heavily utilized in the process of intergovernmental 
exchange although there is still room for a great deal 


more to be done. 
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The facility with which these communications are car-= 
ried on between government offices varies widely and de~ 
pends on a number of factors such as the nature of the 
work, the experience of the people concerned and by no 
means least, the personal relationships. As a general 
rule, the longer that officials of both levels of govern= 
ment have been involved with each other in a programme 
area, the more likely it is that there will be good com- 
munication between them. In good part this depends on 
the development of trust, respect and often friendship 
between key officials. While we have been speaking pri- 
marily of relationships at the official level, much of 
the same can be said of ministerial contacts although 
here political considerations may provide a deterrent to 
open communications on some occasions, Another general 
observation is that the most well-developed informal con- 
sultative processes occur in the most specialized or 
professional areas of activity. Indeed, it has been 
observed that in many cases communication between govern- 
ments in a specialized field is 6ften better than comm- 
nication internally between government departments. It 
seems possible even that in some of these specialized 
areas, the officials of both levels of government feel 
more identification with and even loyalty to their field 
of activity than to their respective governments. The re~ 


sults of this can be seen in the development of some of 
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the joint programmes, 

The above comments have been made with reference to _ 
the relations of the two levels of government, federal and 
provincial. In some fields of activity, the same sort of 
thing occurs between officials of provincial governments, 
although generally to a considerably lesser extent. 
Inter-provincial communication tends to take on a regional 
emphasis. The four Atlantic Provinces have more communi- 
cation between each other than with other provinces. The 
same to some extent can be said of the Prairie Provinces, 
and in a few fields at least, there seem to be well- 
developed relationships between Ontario and Quebec. 

There is no easy way to measure or evaluate the dif- 
ferent forms and processes of intergovernmental liaison. 
Each may be suitable to its particular area of operation 
and the circumstances of the times. What is clear is that 
there is extensive structure of intergovernmental liaison 
that has grown over the years. What is perhaps less clear 
is the extent to which the structure has adapted or is 
adaptable to the changing needs. 


(4+) Internal processes 
While this study is concerned with intergovernmental 
Teor comment on U.S. experience see E.W. Weidner, 


"Decision-Making in a Federal System," in MacMahon, 
Federalism Mature and Emergent, New York: 1962, 
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communication the effectiveness of this depends to a sub- 
stantial extent on how well communication flows within 
governments. Governments use a number of devices to help 
co-ordinate their relationships with other governments. 
The use of a departmental division for federal-provincial 
relations (or in one case a department itself) for the 
purpose of facilitating communication with other govern- 
ments and for internal co-ordination is sometimes found. 
In Quebec, for example, all significant intergovernmental 
matters are channelled through the Department of Inter-= 
governmental Affairs, thus providing a means for ensuring 
consistency of approach in the various departments with 
general government policy. Ontario has quite recently 
developed a federal-provincial secretariat under the 
Provincial Treasurer and utilizes the assistance of out- 
side authorities on an official advisory committee. The 
Government of Canada and a few of the provinces have 
cabinet committees for the purpose supported by inter~ 
departmental committees of officials. Many other inter- 
departmental committees or groups are found on a temporary 
or continuing basis in respect of particular programmes. 
Little attempt seems to have been made however in any of 
the governments to involve the legislative branch in the 
process of intergovernmental liaison, even in a reviewing 
capacity. 

The internal organization, while strictly speaking 
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not part of the machinery of government liaison itself, is 
nevertheless an essential ingredient in the effective 
development and use of any such machinery. One of the 
biggest obstacles to effective co-ordination of public 
policies often is in the lack of really effective communi- 
cation within governments themselves. This is recognized 
by many ministers and officials. In the course of the 
interviews, for example, the complaint was frequently 
heard in the provinces that it was difficult to know with 
what office of the federal government a province should 
deal. A situation to which frequent references were made 
was the increased activities of the Privy Council Office 
in some areas which in the past have been taken care of 
through the Departmert of Finance, We understand a re» 
structuring of the federal organization is proposed to 
meet this problem. 

On the other hand, few of the provinces have solved 
the question themselves and with one or two exceptions 
effective organization for the co-ordination of inter- 
governmental activity is lacking. The situation is now 
at least being recognized and while special departments 
are unlikely to be required or justified in most cases, 
some greater internal efforts at co-ordination may be ex- 


pected, 


8. THE MAJOR FIELDS OF ACTIVITY 


In the previous section we described in general 
terms the principal classes in the machinery of inter- 
governmental liaison. Rather than overwhelm the reader 
of this report with a detailed description of each phase 
of these activities except for some rather general com= 
ments, we propose to rely on reference to the inventory 
included in the appendix. 

The inventory lists by main areas of activity, 
classifies by level of participation, by type, by member- 
ship and by frequency of meeting or periodicity. A brief 
description of the main role of each of these bodies is 
also given. A study of this listing with the description 
in this part should give a reasonably adequate impression 
of the wide variety of vehicles for consultation and the 
fields where it is fully organized and those where little 
organization exists. 

The subject of the enquiry is, of course, limited 
to liaison on fiscal and economic matters. Many of the 
entries on the list would have indirect and limited 
fiscal and economic implications, but we have felt that 
it was desirable to give as complete a picture as possi-~ 
ble. Hence this is a somewhat more extensive examination 
than might be deemed necessary by those who would apply 


rigid standards to our field of reference. 
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A. Central Government Activity 
(1) General Government 


Under this head fall the consultations concerned 
with policy matters at the highest level. The senior body 
is the Federal-Provincial Conference of the Prime Minister 
and Premiers which is convened by the Federal Government 
and is chaired by the Prime Minister. At these conferences 
the heads of government as a general rule are accompanied 
by ministers and officials as necessary. They discuss a 
wide variety of matters which are of prime importance to 
all governments. As a rule they have an extensive agenda. 
Reference to the published proceedings gives a good indi-~ 
cation of the breadth of interest. 

Federal-Provincial Conferences, or Dominion-Provin- 
cial Conferences as they have been called in the past, have 
a long history. The first was not convened until 1906 and 
meetings were sporadic until the 1930's. Since that time 
they have become an increasingly regular feature of the 
intergovernmental relationship and recently has been 
meeting regularly at least annually, although no plenary 
meeting was held in 1967. Despite its established use in 
the system, these conferences have never been formally 
constituted as continuing vehicles of federal-provincial 
consultation either by the constitution or by other stat~ 
ute. 


In historical terms, inter-provincial conferences 
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to which we referred previously pre-date the federal- 
provincial ones, the first having been called by Premier 
Mercier of Quebec in 1887. They have been repeated at 
irregular intervals since, the last being the "Confeder-= 
ation of Tomorrow Conference" of November, 1967. An 
allied event is the Conference of Provincial Premiers 
which began meeting annually in 1960 to discuss general 
questions of mutual interest. The Government of Canada 
does not participate in these meetings although a federal 
observer has always been invited and one or more federal 
officials usually attend. The objects of these Premiers' 
Conferences are a bit vague but for the most part they 
have confined their activities to those matters where no 
direct federal interests have been involved. Whether this 
will continue in a lack of exclusive interprovincial 
matters of sufficient importance to continue to engage 
their interests is a ma’. .er for speculation. 

There seems to be some possibility that interprovin- 
cial relationships may increasingly be concentrated on 
matters of limited or regional interest rathe” than on 
broad national matters. The presence of the federal 
government provides an essential element in most cases 


where positive results are required on a national scale. 


(2) Finaneial and Economic Matters 


While an attempt had been made on several earlier 
occasions to develop some machinery of liaison in this 


area, the last with two meetings of the Ministers of 
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Finance and Provincial Treasurers in 1959, it was not 
until 1964 that a successful effort was made to develop 
a means of co-ordinated approach to fiscal and economic 
problems, 

At the plenary conference in Quebee in 1964, pro- 
posals were made by the Government of Canada which re- 
sulted in much the same group of ministers meeting as two 
different committees. The first of these, the Tax Struc- 
ture Committee, had an assigned responsibility under terms 
of reference from the plenary Federal-Provincial Conference 
to act as a 'task force' with specific objectives. Its 
assigned job was to examine the allocation of the tax re- 
sources of governments in Canada in relation to their 
expenditure responsibilities. It also had other duties, 
one of which led to this present study being undertaken. 
The Committee's task was considered a terminable one re- 
lated to the requirements of the situation at that time. 

The second group was one of the ministers respon- 
sible for the finance portfolio in the federal and provin- 
cial governments. It was informally constituted like so 
many of the vehicles of liaison in this country. It was 
decided that the ministers should meet annually toward 
the close of the calendar year and just before the formula- 
tion of the next budgets to discuss the economic and 
financial situation in Canada and the various provinces. 


The intention was that such a discussion should give the 
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ministers guidance for framing their plans for the fol- 
lowing year in a way which might be appropriate for the 
economic circumstances, The hope has been expressed that 
these meetings will increase in sophistication to the 
point where substantial harmonization of fiscal and eco- 
nomic policies may be achieved. There are signs that this 
aim may be realized. 

The Federal-Provincial Continuing Committee on Fiscal 
and Economic Matters has had the longest continuing life of 
any of the groups which could be said to have a general 
policy advisory concern as against more specific programme 
activity. It is a committee of senior officials (in the 
most cases deputies of the finance ministers) representing 
Canada and the provinces, which was formed in 1956 by the 
Federal-Provincial Plenary Conference to exchange views and 
information on fiscal and economic matters and to deal with 
matters referred to it by agreement of ministers of the 
governments concerned. Since 1964 it has been concerned 
in considerable measure with its responsibilities for the 
staff work in connection with the Tax Structure Committee 
and the meetings of the finance ministers. This group 
would appear to have a central concern in any means that 
might be developed for the improvement of liaison in the 
fiscal and economic sectors. It is perhaps pertinent to 
note that there is a strongly held view that this committee 


should have a central co-ordinating function (or at very 
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least an overview) with regard to all federal-provincial 
matters which have fiscal and economic implications, in 
order that it may be able to advise adequately and assist 
its ministerial masters in their consideration of such 
aggregate policies, 

The Economic Council of Canada sponsored one compre# 
hensive conference on economic policy in 1965 with provin= 
cial government groups of like interest. Consideration is 
being given to the continuation of such meetings on a re- 
curring basis. Study conferences have also been held with 
private and public groups in specialized areas. These 
"Conferences on Productivity Through New Technology" have 
examined problems in such fields as management, labour 
problems, data processing and the like. There would seem 
to be a field for greater activity in co-ordinating 
national and regional economic interest but the lack of 
a consistent pattern of provincial organization in economic 
research has been an inhibiting factor. 

(3) Financial Institutions Regulation 

This is a new area of intergovernmental interest 
stemming from changes in the financial system of Canada 
with the growth of "near-banks" and similar type institu- 
tions. 

Ministerial and officials' committees in financial 
institutions and securities regulations were established 


in 1967 on a ‘task force!’ basis to define rules and seek 
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co-ordination between governments in this area, The 
ministerial committee includes generally the finance 
minister and one other minister from each government, 

It is of interest to note that the Federal-Provincial 
Continuing Committee on Fiscal and Economic Matters was 
first proposed as the appropriate body at the official 
level for this purpose. Perhaps it is indicative of one 
of the problems of co-ordination, internal and inter~ 
governmental, that a general co-ordinating role for that 
committee in the area of fiscal and economic matters is 
not accepted in all quarters. It was thus considered 
desirable to form a new committee although there was a 
substantial representation on it of Continuing Committee 
members. This new committee has a number of special sub- 
committees working on particular items within the general 


subject matter of its responsibilities. 


Other Categories 


The main categories in the inventory which follow 
heading "1, Central Government Activity" group the 
machinery by broad areas of government interest. As 
these are less directly related to the basic object of 
this study, the machinery will not be described in detail 
here, but will be referred to from time to time in later 
sections of the report as appropriate. Many of these 


broad areas, however, have to be taken into account by a 
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study that is concerned with fiscal and economic matters. 
Some are concerned with programmes which bear directly on > 
economic development (e.g., agriculture, resources, in- 
dustry, manoower), Others have to be kept in mind be- 
cause of their important fiscal influences (and, at least 
indirect, economic effects) such as in health and welfare. 

The situation varies from field to field. Agricul- 
ture has been a shared jurisdiction since Confederation 
and federal-provincial meetings have taken place over a 
long period. There are now a wide range of consultations, 
from general policy discussions at the ministerial level 
to very racial tesa consultations at the technical. 

At the time of writing, the Education-Manpower-Labour 
sector is in a state of flux due to the revision of the 
federal role in education and manpower training. Existing 
consultative machinery is the vocational training area 
which had a long and generally successful life is now 
lapsing (or at least being fundamentally changed) while 
new approaches are being developed. 

A noteworthy development in 1967 was the formation 
of an interprovincial council of education ministers. 

This is to be a formally constituted organization with a 
permanent staff and is an example of possible developments 
in areas of provincial responsibility. The embryo group 
is said to have played a useful role in helping to iron 


out some of the federal-provincial disagreements over new 
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manpower training agreements. 

The Energy and Resource group includes the Canadian 
Council of Resource Ministers. This body is unique in the 
catalogue of intergovernmental machinery, being a corporate 
association of ministers, The annual Ministers of Mines 
Conference is a bit of a hybrid organization, bringing to- 
gether as it does provincial ministers and officials, in- 
dustry representatives and federal observers. 

We find a great many groups operating on a regional 
basis in matters of water resources. There is a variety 
of bodies in other resource fields. 

The Health and Welfare sector has been the centre of 
federal-provincial consultation for many years and partic- 
ularly in the post-war period. Interests have been broad, 
ranging from policy considerations at the ministerial level 
to very specialized studies (especially in the health 
field) in numerous technical committees. The advisory 
council device is used for federal-provincial consultation 
here. A most notable example of this approach is the 
Dominion Council of Health which has functioned since 1919. 

There are relatively few formal consultative bodies 
in the categories of Industry and Trade or Public Works- 
Housing, but there are numerous specialized committees at 
the official level in the field of statistics. There are 
a number of miscellaneous groups where the interests of 
this study are marginal and we have not considered them in 


any detail, 
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9. ASSESSMENT OF THE MACHINERY 


Introduction 


The assessment of the present structure of liaison 
has been based upon an examination of the situation through 
observation and experience, through written sources and 
documentary materials and, perhaps most important, through 
an examination of the views and attitudes of individuals, 
ministerial and official, in the federal and provincial 
governments in Canada. 

Interviews and correspondence with people concerned 
have been as detailed as possible in the circumstances. 
The problem and its possible solutions have been discussed 
with some one hundred and fifty senior officials in federal 
and provincial departments. Interviews have been carried 
out with federal ministers and provincial premiers and/or 
ministers concerned in all but three provinces. In these 
latter cases, views were obtained, as far as was possible, 
from persons close to the appropriate ministers. While it 
cannot be claimed that government opinions as such are 
represented, we feel that a reasonable reflection of them 
has been obtained through this study of the opinions and 
ideas of those of influence and authority. We have not 
used a broadly-based questionnaire technique, considering 
it unsuitable to the purposes of this study. 

No one with whom we talked was fully satisfied with 


the current state of federal-provincial fiscal and economic 
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liaison. This is not surprising. Probably at no time in 
our history has there been full satisfaction with inter- 
governmental processes. But with political events of the 
last few years and the developing fiscal, economic and 
social complexities of our society, the demands have be- 
come greater, dissent has had more to feed upon and the 
eoncern as to the means of adjustment has become more 
vocal and more imperative. 

Perhaps we should take some satisfaction from this 
for it seems to indicate at least interest in the contin- 
uing strength of the Canadian federation. We would be even 
more concerned than we are if there was a noticeable atti- 
tude of indifference based on the assumption of lack of 
importance and irrelevance of mitual interests to the prob- 
lems of the day. 

In our discussions we found that there were certain 
aspects on which general agreement could be found. There 
was a general recognition and acceptance of the fact that 
the machinery of intergovernmental relations, while impor- 
tant, was a secondary element in the problem. We would 
not want to make the mistake of placing too great emphasis 
on a matter which, while vital, is nevertheless not the 
primary element in the solution of the basic problem. 
Almost without exception it is recognized that the policy 
aspects of the intergovernmental relationship are the 


important ones. In a political process this is as it 
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should be but it is important that we acknowledge it. In 
short, unless there is a willingness on the part of govern- 
ments, federal or provincial, to accept the fact that 
liaison as a part of co-operative federalism involves a 
limitation of initiative and the acceptance of responsibil- 
ities as well as advantages, little of substance is likely 
to be accomplished. To translate this into practical terms 
is more difficult. Even those ministers who think they are 
in wholehearted agreement with the concept of mutual ine 
volvement and responsibility find problems in developing 
this in a practical way when it means they must modify 
their own measures. The central question of the determi- 
nation of relative expenditure priorities is a typical case 
in point. 

The inability to convert a general concept into 
specific application illustrates one of the difficulties 
that must be faced. Most of*those with whom we talked 
agreed with co-operative federalism as an idea. Some were 
prepared to accept it in the abstract as the logical 
working government form’in Canada, but really with little 
idea of what this might mean in the long run. But in all 
too many cases we found an unwillingness, or at least an 
inability, to relate the principle to the practice and it 
is perhaps less interesting but nevertheless true that it 
is in the practice in particular cases that effective co- 


operation in government will succeed or fail. Part of 
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the trouble may lie in the fundamental state of uncertainty 


as to what kind of country we really want. 


General Observations 


In interpreting the information we have gathered, we 
have trisd to avoid generalizing too much from limited 
cross-sections of opinion or placing too much emphasis on 
points of view which might not be representative. We be- 
lieve in attaching considerable weight to opinions of wide- 
spread occurrence and consistency (and these were there, 
although in some areas the views expressed were distress- 
ingly diverse). We believe, too, in the value of impres- 
sions which emerge after pondering upon a large body of 
often diverse data, particularly as has been the case here, 
where it emanates from ministers and senior officials of 
long experience. 
Before we launch into more detailed analysis, some 
general observations are worth noting. These emerge from 
a large number of these diverse views of informed and in- 
volved people from one end of this country to the other: 
1. There is pretty common agreement on the need for 
improvement in our intergovernmental liaison. fhe 
amount thought to be needed varies with the differ- 
ent fields of interest and the background and prej- 
udices of the individuals involved. 

2. There has been generally less concern with the 


problem of communication at the federal level than 


3. 
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at the provincial. This is natural enough since 

a large part of the initiative for liaison is in 
federal hands and the machinery is more often than 
not under federal guidance. This should not be 
taken to mean that there is no criticism or seeking 
for improvement in federal circles, for many fed- 
eral ministers and officials are deeply concerned 
at the progress of events. Both sides have good 
eause for concern, In the past, at least, in many 
provincial minds there has been a rigidity and a 
‘love affair' with the status quo in some federal 
attitudesthat has been discouraging, irritating 
and even sometimes dangerous. At the same time 
there is little doubt that federal minds have often 
found some provincial attitudes self-seeking and 
even parochial. Both situations show some signs 
of change for the better as the problems become 
more and better known and better understood al- 
though the situation is by no means remedied as 
yet. 

The more technical or specialized the area of 
consultation, the more harmonious and satisfactory 
the consultations are likely to be. Conversely, 
the more consultations touch on broad policy 
matters, the more difficult they tend to become 
(which is to be expected), 
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4, The greater the development of personal understanding 
(particularly among officials) the more chance there 
is of harmonious relationships. On less frequent 


occasion the opposite effect has been noticed. 


The Extent and Nature of Consultation 

It is probable that the basic concern is with the 
kind, quality and effectiveness of consultation rather 
than its volume. Opinions differ, of course, depending 
on the type of activity, the part of the country involved 
and the interests of the person concerned, but the general 
consensus is not that the opportunities for consultation 
are lacking in most cases (some would even argue the oppor- 
tunities are so frequent as to seriously impair adminis- 
trative efficiency through the demands on senior officials) 
but rather that the opportunities are not being seized. 
Part of the reason for this is laid to the lack of system= 
atie organization and part to existing attitudes toward 
the responsibilities of federal-provincial co-operation, 
It was acknowledged in most of the interviews that we con= 
ducted that inadequate communication was an important 
factor, but those who had thought the matter through 
seemed in general agreement that it would be a mistake to 
ignore the fundamental fact that within intergovernmental 
relations there is a struggle for political power that is 
not always going to respond to mechanical means. Ina 


federal state it would be illogical toe xpect such con- 
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flicts to be so easily resolved, for this struggle for 
power is characteristic of the nature of the society 
which made the federal form necessary in the first place. 
We may adapt and thus mitigate the problems, but we are 
not likely to eliminate then, 

It is beyond the scope of this study to give in 
detail the various views and attitudes to specific inter- 
governmental relationshins with which we became familiar 
in the course of our investigation. Perhaps, however, a 
few comments on some critical areas may serve to illus-~ 
trate the extent of the problems which must be dealt 
with. 

As we noted earlier, consultation tends to be most 
successful where the programnes of joint interest are 
firmly established and where there are technical bases on 
which judgments may be formed. Where governments and 
their servants are united by a common human interest, co~ 
operation seems to come more readily, although there are 
exceptions even here. Probably the better-than-average 
relationships in health and welfare may be explained by 
this. Where physical resources are concerned, a more 
proprietary provincial interest is quite often found. 

In newer areas, or those where there have been im-= 
portant changes in the nature or direction of policy, or 
where financial stakes are high, the situation is less 


satisfactory. There is often strong provincial feeling 
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that the liaison is quite inadequate and that an un- 
warranted degree of unilateralism is present in the fed- 
eral activities. 

In acknowledgement of this situation we frequently 
found a viewpoint, although not one generally well- 
developed in detail, which favoured more co-ordination 
at the policy level in matters related to objectives and 
priorities and to general matters of fiscal and economic 
policies as well. There seemed a willingness to accept 
federal leadership on the part of a good many, should it 
be forthcoming on a basis of willing partnership. 

There is one point of particular significance which 
should be noted. The opinion was often expressed that the 
amount and effectiveness of consultation was closely 
linked to financial involvement. If many major shared- 
cost programmes are terminated (as the Minister of 
Finance proposed to the Tax Structure Committee in Septem- 
ber, 1966), the view was current, both in federal and pro- 
vincial circles, that the incentive to consult would be 
greatly reduced. There seemed to be little faith that 
the will to co-operate would remain as strong if direct 
financial consideration was not involved. It is inter- 
esting that those who expressed such views attributed 
these baser motives to others rather than to themselves, 
as they appeared to regard this as a most regrettable 


probability. 
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To assess the limits of our present structure, it is 
necessary to come back to a point that we have touched on 
previously. We make no apology for the re-emphasis for it 
is vital to the whole study. A frequent complaint en- 
countered in our provincial interviews, both with ministers 
and officials, is well expressed in the words of one indi- 
vidual who said: 

"We have meetings all right, but no consulta- 

tion. We are brought together to be told what 

the federal government has decided to do." 

The frequent use of the expression "fait accompli" in even 
the outer-most geographic reaches of the country might 
augur well for the future of bilingualism in Canada, but 
when combined with the complaint of a lack of involvement, 
it gives indication of one of the most serious causes of 
dissatisfaction with our present intergovernmental rela=- 
tionship. 

To an unprejudiced observer, the complaint often may 
seem overplayed. But it does raise a pretty fundamental 
question: just what do we mean by consultation? One got 
the idea that some provincial representatives were saying 
that "True consultation occurs when the federal government 
hears my views and accepts them." No doubt the same atti- 
tude may be found among certain Dominion representatives. 

We obtain a more precise view of what provincial 
people expect of consultation by an examination of a few 
of the areas where the situation of "fait accompli" was 


alleged to exist most strongly and where it was not found. 
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This attitude was encountered with some regularity in 
reference to fields of industrial promotion and develop= 
ment and in some resource areas, but probably the most 
common area of complaint was in the new approach to 
technical education and manpower training. Medicare 
was mentioned with some frequency and dissatisfaction 
was noted sporadically in a number of other areas. This 
dissatisfaction was seldom mentioned in connection with 
either the national health grants or the welfare pro- 
grammes. 

The evidence we have would indicate that the new 
federal plans for education and manpower were presented 
to the provinces at the Federal-Provincial Plenary Con- 
ference of October, 1966, with little prior intimation 
of what was coming, although the previous programme did 
have aterminable life. The new system was to go into 
effect on April 1, 1967. A specific complaint voiced by 
a provincial representative was that the first real 
knowledge the provinces had of the detailed nature of 
the proposal was when they received the documentation 
on checking into their hotels on the evening prior to 
the meetings. This incidentally was cited as a not un-= 
usual occurrence. 

If these are the facts, there is little wonder at 
the resistance that developed. The concept, in the pro- 


vincial view, would better first have been presented to 


~ 128 - 


the provinces in general terms as an idea for their con- 
sideration and without any public commitment. There could 
then have followed a series of federal-provincial discus- 
sions to assess the acceptability of the new concept and 
to determine the most practical steps to be followed 
during implementation, if this was agreed upon. Only when 
all this had been successfully carried through, in this 
provincial view, should there have been any specific pro- 
posal. This would properly have been framed in the light 
of a full expression of the provincial views and an appre- 
ciation of the practical considerations. Admittedly these 
constraints on federal action are delaying in nature and 
the likelihood is that some provinces, at least, would not 
have been in agreement with the final proposals. But at 
least they would have been prepared for them and felt a 
part of the process. In these circumstances the federal 
plans could have been designed in a more practicable and 
workable form, even if the process was not the most ex- 
peditious in the short-term, 

There has been a continuation of provincial criti- 
cism of the post-announcement consultations since October, 
1966, especially as far as the manpower training sector 
of the programme was once raed: Here again the complaint 
is one of too little consultation and a resistance to 
being told what was to be done instead of being asked for 


views. Provinces did, of course, seize the opportunity 
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to express their opinions, but it was not with a sense of 
consultation but of bucking a decision which was already 
made, The dispute on the date of implementation was 
typical of the sort of misunderstanding that was prevalent. 
There was practically unanimous provincial pressure for 
postponement for a year to enable the practical details of 
implementation to be worked out, but at first the federal 
authorities declined to accept this view. The end result 
of all this was that, despite the joint nature of the 
programme, provinces concluded that no consultation was 
really desired by the Government of Canada since consul- 
tation implies a willingness to consider the views of 
others, although not necessarily to accept them. Obviously 
this is a prejudiced view of a special situation, but it is 
sufficiently typical of provincial attitudes, reasonable or 
not, and widespread enough to warrant our attention. It is 
only fair to say that subsequent discussions between the 
federal department and the provinces since seem to have 
been carried on much more harmoniously. It is unfortunate 
that the damage was done in the first instance, but this 
sort of thing illustrates what can happen through a lack 
of appreciation of the others' point of view. Perhaps it 
is important that people dedicated to progress should re=- 
member that everyone does not necessarily agree on the 
definition of what progress is. 

Circumstances surrounding the introduction of medi- 


care were somewhat different and the provincial complaints 
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rest on less secure ground. Here there was prior intima- 
tion of the fact that the federal government had a medical 
care programme planned for suggestions of such had appeared 
in the Liberal Party election platform and in the Hall 
Commission Report. Federal officials had made very use~ 
ful visits early in 1965 to the provincial capitals to 
test provincial reaction to the main Hall Commission rec~ 
ommendations and if any provinces were not aware of what 
was in the wind they were singularly unperceptive. Even 
when the Prime Minister did officially announce the pro« 
gramme at the Plenary Conference of July, 1965, he tied 
only four guiding principles to it and, important as these 
were, medicare was less bound by federal conditions than 
any previous shared-cost programmes of a similar nature. 
Nevertheless many provincial people were not satisfied 

and argued that the federal government had committed it~ 
self to these four basic principles and should have had 
prior discussions with the provinces before doing so. 

One cannot escape a feeling. that in this case consulta- 
tion was being made the scapegoat of objections on prin- 
ciples which, for political reasons, were not always 
clearly expounded. 

In contrast to the two previous examples there has 
been considerable satisfaction with respect to the con-~ 
duct of welfare programmes and particularly with the 
development of the Canada Assistance Plan. Here the 


general concept was evolved and largely accepted by 
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federal and provincial governments before any actual pro- 
gramme was undertaken. Once the principle had been agreed 
upon, there was frequent consultation at every stage of 
the development of the plan, including the drafting of 

the legislation. The consultation took place at various 
levels, ministerial as well as official, and took differ- 
ent forms, including full conferences, bilateral discus- 
sions, visiting teams of experts, etc. Modifications were 
made to federal proposals to accommodate provincial points 
of view. Provincial officials in nearly every case ex= 
pressed not only satisfaction but enthusiasm for the way 
this was done, saying they regarded the operation and the 
plan itself as a truly co-operative effort. 

While the Canada Assistance Plan might be taken as 
an example of consultation as the provinces would like to 
see it, it differs in some important respects from the 
other cases. For one thing, it was not a radical new de- 
parture or potentially a politically contreversial iten, 
so it could be dealt with in a more open manner than in 
other situations. Nor was there any important question 
of initiative. In the other instances the federal govern- 
ment might have hesitated to proceed in such an open man- 
ner for fear of losing its national initiative. This 
raises some important questions: to what extent can the 
Government of Canada propose a major new programme without 


specifying in some degree the form it will takes; is some 
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elaboration beyond mere principle or concept not required, 
either in Parliament or publicly? To what extent is it 
reasonable to expect federal ministers, who are also poli- 
ticians, to forego the strategic gains of making major 
policy announcements? If we were to take certain provin- 
cial attitudes to their logical conclusion, no federal 
policy of substance in fields where some provincial inter- 
est, however slight or indirect, was involved, could be 
announced until it had been negotiated in considerable 
detail at the intergovernmental level. The impediments 

to change in this approach are not difficult to appreci- 
ate. 

A good number of provincial officials recognize 
these difficulties. However, they argue that the federal 
government should still be able to present to the provinces 
in confidence the essentials of its intended new policy so 
that it could at least ascertain the direction of provin- 
cial thinking before it proceeded to the commitment of 
public announcement. The problems here of parliamentary 
rights and official secrecy have not been worked out and 
the approach, when tried with respect to the new fiscal 
proposals in the summer of 1966, did not encourage the 
federal government. On this occasion, proposals were 
given to the provinces on a confidential basis but, as is 
generally known, there quickly occurred a public discussion 


of these tentative and supposedly confidential matters, 
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Despite the acknowledged difficulties, it is obvious 
to nearly everyone that if we are to advance from our 
present state of mutual lack of understanding, we must 
work toward some better structure of consultation to go 


with a development of the trust and confidence that is so 


essential to any progress. 


Sig va 


10. PATHS TO MORE EFFECTIVE CO-OPERATION 


We have been examining the development of the present 
structure of liaison and the limits of its application to 
the problems with which it must deal. It seems quite clear 
that if we are to have an effective approach to the rec= 
onciliation of the differences that exist between the two 
constituted levels of government in this country we must 
be prepared to refine not only the political approach to 
the problems they face, but the administrative techniques 
as well. 

As stated, we are not prepared to take any position 
which relies solely on machinery of liaison as a basis for 
a workable federal-provincial relationship. The problem 
goes much deeper to first principles. We must aim at the 
development of a constitutional structure on which such 
liaison can be based and on political attitudes which ac- 
cept the conditions of co-operation as part of the rules 
of the game, 

But to achieve this will take time and we do not 
necessarily have it. We would be delinquent if we did 
not provide the necessary means which would make it pos-~ 
sible for the diverse interests now to be brought into a 
workable harmony. We see the machinery of liaison, par- 
ticularly as it relates to the primary fields of fiscal 


and economic policy, as providing the eventual means by 
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which constitutional interests and political claims of the 
two levels of government can be brought into effective 
working order. In the meantime it has a practical job to 
perform within the limits of our present division of au» 
thority. 

Our purpose here now is to examine the various ways 
in which consultation can develop if it is to be appro- 


priate to the needs of our Canadian system. 
The For Consultat 


We have seen in our earlier references how the ex- 
isting vehicles of consultation and co-operation take a 
variety of forms, some formal, more purely informal and 
in many cases incidental to the conduct of the day's work. 

It is not always clear just why one form should be 
used rather than another, and there are a wide variety of 
situations to support the use of the alternative approaches, 
Perhaps the most important operative fact that seems to 
emerge from our examination of these questions is that 
while committees are useful bodies for exploring an issue, 
seeking a reconciliation of differing views and for devel-~ 
oping a consensus, they are not necessarily a good instru- 
ment for deciding issues or for taking executive action. 
Committees thus are often desirable in areas of relatively 
new activity or where there are new issues to be explored 


in established areas. They also serve a purpose in ree 
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capitulation and co-ordination of the work of smaller 
groups such as "task forces" and unorganized casual rela- 
tionships which have been operating in a special segment 
of a larger area, 

But despite its limitations we are heavily dependent 
on the committee system in the formalized processes of 
intergovernmental liaison. In most areas of joint inter- 
est there is a general acceptance of its value. In fact, 
some people seem incurably attached to committees as an 
answer to any problem that does not readily respond to 
individual attention. 

How and when the device is used is, of course, a 
matter of judgment on the part of those involved. The 
advantages of regularity have in many cases led to the 
adoption of the annual (or more or less frequent) confer- 
ence in the interests of continuity. But this can lead 
to an unnecessary institutionalization, particularly 
where the area of joint responsibility or interest is 
limited. Nevertheless, some structuring of the whole 
system would appear desirable not only to avoid unnec- 
essary proliferation but in order to assure that meetings 
are called as required by the demands of the situations. 

We should record here that a number of those inter- 
viewed were of the opinion that under the vresent system 
too many meetings were convened without adequate regard 


to the cost in time, money or inconvenience in relation 
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to what might be accomplished. On the other hand, how- 
ever, there were complaints that discussions were not held 
when they were required. Unless some reasonably consist- 
ent formal approach is adopted, a heavy burden falls on 
the chairman and as this is usually the representative of 
Canada, that government may fall heir to more than its 
fair share of the blame when results do not measure up to 


advance notices. 
ea f Con tati 


In the chapter on the present structure of liaison 
we outlined a system of classification of intergovernmental 
consultation. Here we propose to examine the functioning 
of federal-provincial committees and related bodies in 
some greater detail. 

At the base of the structure of co-operation from 
which other activities stem is the federal-provincial 
conference. While we sometimes tend to limit our thinking 
on this to the meetings of first ministers and, of course, 
this is its most important manifestation i1 principle if 
not always in accomplishment, there are a number of off- 
shoots which have considerable significance. 

There is often some difference of opinion as to 
what form the most effective vehicle of co-oneration 
takes, Is it more useful for ministers to meet or can 


more be accomplished where those of administrative respon 
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sibility take on the task of co-ordinating intergovern- 
mental activities? A number of different views resulted 
from our enquiries, 

One opinion was that the meeting of departmental 
ministers was the essential ingredient of action and that 
deputy ministers should act only in support of their 
ministers and should not have a separate role. This view 
was based on the attitude that once policy approaches had 
been resolved in principle, the working out of practical 
methods should be left to officials directly concerned 
with their implementation. The argument has some logic 
on its side but has a serious deeact i practice, It 
ignores compietely the fact that deputy ministers have 
been often the most successful participants in inter- 
governmental exchanges. This is not the place to enter 
into an examination of the role of the deputy minister, 
but it should be recognized that it is in most cases 
accepted as a unique one in which administrative respon- 
sibility and the policy advisory function are inextri- 
cably mixed. Frequently, and we believe quite properly, 
it is impossible to distinguish the point at which admin- 
istration ends and policy responsibility begins. The 
deputy, in fact, provides a most useful and sometimes the 
only continuing bridge between the two. 

On the other hand, some officials that we inter- 


viewed professed little appreciation of ministerial 
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meetings, regarding them as too politically oriented to 
be useful as a co-ordinating tool. This view seemed to 
regard the ministerial function in this area as a sort 

of high level public relations one, for the purpose of 
focussing on issues and establishing a proper rapport 

and an atmosphere of political goodwill. We believe 

that such a view shows a complete lack of understanding 
of the whole process of our government. Certainly it is 
not a view often found among those who have worked close- 
ly with competent ministers of the Crown. 

The truth of the matter is that the federal-provin- 
cial relationship is a part of a complex political organ- 
ism where each level of responsibility has its part to 
play and where the plenary conference of first ministers 
is the core from which all other forms must extend. Re- 
gardless of the many and varied forms that these rela~ 
tionships may take, there can be nce doubt that under our 
present constitutional form effectively structured federal- 
provincial relationships are fundamental to the whole con- 


cept of co-operative federalism. 


Interprovincial committees 
With the growth of provincial interests and in in- 


creasing emphasis on regionalism in Canada, there have been 
some recent developments that suggest there is a trend to- 
ward the establishment of more interprovincial consultative 


bodies as opposed to those of a federal-provincial nature. 


-~ 140 - 


We have already mentioned the recent formation of the 
Council of Education Ministers in 1967. The provincial 
health ministers have been meeting annually for three 
years now and it seems likely that this will become a 
continuing body. The increasing pressures for water 
management have led provincial administrators of water 
resources to meet in 1967 and there is talk of regular 
meetings in the future. There is also some speculation 
that some of the old federal-provincial consultative 
bodies concerned with technical and vocational training 
may be reconstituted as interprovincial committees under 
the changed regime of responsibility. 

In addition to the recent additions to the roll 
mentioned above, there are a number of interprovincial 
groups which have been in operation for some time in- 
cluding: 

«- the Premiers' Conference 

- the Mines Ministers' Conference 


~ the Provincial Ministers and Deputy Ministers 
of Agriculture 


- the Trade and Industry Council 
- the Deputy Ministers of Public Works 


- the Deputy Ministers of Forestry and the Chief 
Foresters, 


There are as well a large number of other inter- 
provincial bodies which deal solely with regional matters 


or matters of technical interest to provincial (and some- 
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times municipal) administrations. The above-noted com- 
mittees have been given particular mention because of 
these broader interests in subject matters of national 
significance which in many respects also fall within the 
interests of the central government. 

Most of the older interprovincial institutions which 
have been listed have become federal-vrovincial consulta- 
tive bodies to quite an important extent, in the sense 
that they have federal observers present who often take 
quite an active part in the proceedings. An important 
difference between these meetings and federal-provincial 
meetings as such is that the provinces organize, operate 
and control them rather than the federal government doing 
SO. 

Views as to the desirability of a proliferation of 
interprovincial committees vary quite widely among both 
federal and provincial officials. Some federal officials 
are concerned as they see a growing inclination to try to 
exclude the Government of Canada from consultation on 
matters having important national implications or to get 
all provinces consolidated on one position in dealing 
with the central authority on particular issues. Other 
federal people, however, welcome signs of increasing pro- 
vineial responsibility and feel that the better formula- 
tion of provincial views will lead to greater efficiency 


in resolving federal issues, The experience of the 
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Council of Education Ministers in helping to settle dif- 
ferences in manpower training policies is quoted to 
support this. 

The attitude of provincial representatives also 
varies. Some welcome the growth of interprovincial bodies 
saying that federal people have tended to dominate federal- 
provincial meetings and that it is valuable to be able to 
work out a provincial point-of-view without federal in-= 
fluence, direct or indirect, intentional or incidental. 

In certain quarters, one inevitably finds a concern, some- 
times verging on the parochial, for provincial autonomy 
and a feeling that if the federal government participates 
actively in the consultative or co-ordinative machinery 
relating to a field of provincial jurisdiction it will 
tend to dominate and extend its power and influence in 
that field. 

This view is by no means unanimous and some impor- 
tant provincial figures are unenthusiastic about the 
growth of purely interprovincial influence in areas of 
national significance. They seem to feel that the fed- 
eral government supplies a cohesive force, the 'glue' so 
to speak, which is otherwise lacking. They feel it often 
can be a waste of time and a misdirection of effort to 
meet without the national government being represented, 
believing federal involvement will be required before 


most issues can be resolved. The feeling exists that 
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the federal government exists to deal with issues of 
nation-wide significance and that it makes little sense 
to exclude the federal presence from such discussions, 
They believe also that it is more efficient for the fed- 
eral government to act as the central co-ordinator for 
intergovernmental consultation, that it can most effec- 
tively serve as the source and processor of information 
of developments in the various parts of Canada, 

The impression we gained from the interviews was 
that the greatest suvport for interprovincial activity 
was in Quebec, with some to be found in Ontario. There 
was less enthusiasm in other provinces. This is not 
surprising in the circumstances of the power structure 
of the Canadian federation. The statement is a general- 
ization and does not exclude the presence of an important 
body of opposite viewpoint in the different provinces, 
depending on the individual and his area of concern. 

The confusion that exists in our present inter- 
governmental relationships is indicated by the support 
for the formation of interprovincial bodies, based on 
what in themselves are two quite contradictory reasons. 
It was alleged: 

~ that there was not enough federal leadership 

and the provinces were merely moving in to fill 
a vacuum. 


- that there was too much federal leadership (or 


ae 


interference) and the provinces were acting to 
protect their own interests. 

In the abstract it is difficult to resolve these two 
opposite attitudes but in fact they often are heavily sub- 
jective and related to a particular field of interest, 
There does seem to be room for consideration of the forma- 
tion of joint bodies in particular fields where the federal 
and provincial views could be considered together or in 
isolation as circumstances required without the development 
of numerous and potentially diversive institutions. One 
useful suggestion along these lines was that there should 
be basically one consultative body for a particular area 
of involvement which would meet first as an interprovin-~ 
cial body to permit purely provincial matters to be dis- 
cussed and then when this is completed, move to act as a 
full federal-provincial body for matters of broader in= 


volvement, 


Advisory Councils 


We referred earlier to a consultative form which has 
been termed the advisory council. This device, which is a 
hybrid form of institution, has been used in a number of 
areas of federal-provincial liaison. These councils are 
not fully accepted as appropriate to their purpose and 
are questioned by some officials on two counts in partic- 


ular. The first relates to the propriety of having an 
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employee of one government act as an advisor to a minister 
of another. This, the argument goes, can leave an official 
in the diffieult position of serving two masters with all 
its implications in case of fundamental differences in 
policy between these two. Some regard the problem of dual 
responsibility as a quibble on principle and of no practical 
significance. They feel any possible problems are out- 
weighed by the value of the cross-representation of people 
in authority. Some advisory council members rationalize 
their positions on the grounds that they are on a council 
as individuals and not as representatives of the government 
by which they are employed but the dual role is of impor- 
tant concern to others. 

The second question relates to the presence of non- 
government members, which most of these groups contain, 
There is wide disagreement on the value or lack of value 
of such participants. Some officials have the view that 
outside representation provides a useful means for broad- 
ening of vision through new ideas and new approaches to 
the problems to be faced. Others regard it as a limiting 
factor in free discussion which makes real progress more 
difficult to achieve where problems of jurisdictional 
interests are involved. 

On the whole, established experience would seem to 
have found some value in the advisory council at least in 


certain specific areas of public interest. The Dominion 
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Council of Health has been operating actively since 1919. 
It is composed of federal and provincial deputy ministers, 
with five outside members. The deputy ministers do not 
seem in most cases to find any insuperable problems in 
their dual role, although not all interpret it in the 
same way. Nor does outside membership appear to cause 
any serious difficulties in practice. The health field 
has a number of consultative bodies established on essen- 
tially the same basis - the Advisory Council on Hospital 
Insurance and Diagnostic Services, the Advisory Committee 
on the Health Resources Fund and several technical com- 
mittees which report through the Dominion Council. 

On the other side of the coin, the newly formed 
National Council of Welfare has been less successful. 

The Council seems to have some trouble in defining its 
role and we have noticed a lack of basic belief in its 
purpose on the part of many of its members, 

As an interesting example of an advisory group with 
regional orientation, we have the new Regional Advisory 
Councils which are being formed in most provinces by the 
Department of Forestry of Canada. These councils are 
composed of both federal and provincial civil servants 
along with academic and industry representatives. They 
exist to advise the federal regional director on his pro- 
gramme for the area. Quebec has not, as yet, agreed to 


participate, 
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A rather more amorphous form was found in the former 
Advisory Council on Technical and Vocational Training, 
which included non-government members as well as civil 
servants. In latter years, these civil servants seem to 
have served not as government representatives but as indi- 
viduals representing certain interested organizations such 
as the Canadian Association of Administrators of Labour 
Legislation. Under the new arrangements, the Department 
of Manpower has decided to form a new advisory council on 
manpower matters which will be without civil service rep- 
resentation. 

A survey of the advisory council form leads us to 
believe that it can be of some value where there is a 
strong professional community of interest and where the 
issues, objectives and methods can be clearly defined, 
but that as part of the system of structured intergovern= 


mental liaison it has only very limited application. 


Quasi-independent Associations 


We have included three organizations under this clas- 
sification in the appendix for examinations 


- The Canadian Association of Administrators of 
Labour Legislation (A.A.L.L.) 


- The Association of Canadian Fire Marshals 
~- The Council of Resource Ministers 


The first two are long-established and appear to be 
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highly regarded by their members for their usefulness in 
maintaining communication and in developing more uniform 
standards and practices. Essentially they operate as 
professional associations which work toward general im- 
provement in their fields. However, they are composed of 
civil servants and are heavily subsidized by governments 
and to this extent form part of the machinery involved in 
the informal transaction of intergovernmental business, if 
not in actual negotiations. 

The Canadian Council of Resource Ministers is an 
interesting development in a field of important federal 
and provincial interests, one in which provincial authority 
is of great consequence as the natural resources of the 
country are under provincial control. It had its anteced- 
ents in the “Resources for Tomorrow Conference" sponsored 
by the Government of Canada, held in Montreal in 1961, The 
Council has attracted a good deal of support, especially 
in some provincial circles, and it has been suggested as a 
possible prototype for joint activity in other fields of 
government interests. Opinions appear to vary widely on 
its usefulness to date, but it provides an original ap- 
proach to the problems of liaison which warrants our atten» 
tion. 

The Council has been set up as a distinct organiza- 
tion incorporated under the Companies Act with its own 


letters patent. It has its own staff which, while outside 
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the civil service proper, enjoys some of the privileges 

of the federal service in such matters as superannuation. 
Its stated purpose is to encourage study of resource 
matters and to advise governments in the field of renew- 
able resources. In practice, however, it is said not to do 
the latter but to act essentially as a consultative agency 
in co-ordinating governmental activities in its field, with 
some research responsibilities. 

The Government of Canada and each of the provinces 
have one ministerial member, all of equal status. The 
chairmanship is rotated with an executive committee and a 
full-time secretariat provided for the organization. It 
is supported by pro-rated contributions from the member 
governments. There is a co-ordinating committee of offi- 
cials formed on the same general basis as the ministerial 
membership. 

To date the Council has sponsored some technical 
studies and has held one major conference on water pollu- 
tion. There have also been discussions among its members 
in a number of resource matters. Some people interviewed 
felt that the Council had not yet really defined its pur- 
pose and was still searching for its place as an instrue- 
ment in the scheme of Canadian federation. 

The arguments favouring this type of structure were 
largely concerned with the following points: 

(1) it avoids the domination by any one member, 


particularly the federal government. 


(2) 


(3) 


C4) 
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it provides a better atmosphere for the 
development of independent ideas and the 
promotion of studies; the negotiating 
stance is not automatically assumed. 

it provides a better atmosphere for con- 
sultation which is not aimed at negotiation. 
the permanent secretariat provides continu- 
ity and objectivity which is not always 
present if it is under the control of one 


member, 


Some officials who support the idea on the basis of 


the above points and on principle concede that the Council 


has encountered some practical problems which they attrib- 


GO 
ute/such special circumstances as the varying interests of 


the members, as resource portfolios are widely defined in 


the different parts of the country. 


Some of those who are less than enthusiastic about 


the type of organization says: 


(1) 


The need in the. resource field is for a con- 
sultative machinery at the policy level. 
While the Council purports to act in this 
way, on many occasions it is just not 
practical to regard the federal minister 

as one among eleven members when his re- 
sponsibilities and powers are clearly dif- 


ferent. 
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(2) Ministerial committees are not appropriate 
bodies for research sponsorship as they 
have too much difficulty in agreeing on 
objectives, The results to date tend to 
support this view, as in its studies so far 
the Council has been able to publish de- 
scriptive material only; the assessment 
porticn, which has apparently included 
some criticism of government programmes, 
has been withheld. 

(3) In practical terms the permanent organiza- 
tion is unnecessarily expensive and could 
tend to develop vested interests. A lack 
of objectivity is considered a possible 
consequence of its fixed geographical posi-~ 
tion. 

(4) The concept approaches the nature of a third 
level of government rather than being truly 


an intergovernmental co-ordinative body. 


Independent Associations 


The value of some independent associations is rec- 
ognized mainly in the opportunity they provide for govern 
ment people in different jurisdictions of like general 
interests to get to know each other better, Federal-pro- 


vincial business often may be transacted during the con- 
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ferences of these bodies, particularly when the meetings 
are timed to coincide with other meetings. For example, 
the education ministers of the provinces have met at the 
time of the conferences of the Canadian Education Associ- 
ation, The fall meeting of the Federal-Provincial Con- 
tinuing Committee on Fiseal and Economic Matters is 
usually arranged to follow directly after the annual 
conference of the Institute of Public Administration of 
Canada. These factors are probably of less importance 
than was the case when the organizations were first 
formed for the extent of the federal-provincial relation~ 
ship is much more highly developed than it was at those 
times, 


Bi-lateral Discussions 


Apart from general meetings, involving all or most 
governments, bi-lateral discussions between the federal 
government and one province at a time can also be useful. 
There was a good deal of support for this approach. The 
federal team or "task force" which visits a province to 
work out some particular problem is highly valued in some 
quarters. This was particularly stressed in the health 
and welfare fields where there has been noticeable success 
in co-ordinating federal and provincial field efforts. 

The opinion was expressed that bi-lateral meetings from 


time to time at high ministerial level, to discuss impor- 
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tant matters such as priorities or policy change, might 

be one effective way of achieving better understanding 

and co-ordination without incurring the risks of unwanted 
disclosure which are unavoidable at full scale conferences, 

However, there was a very firm opinion occasionally 
encountered reflecting distrust of regional concern for 
the bi-lateral approach, This centred largely in the 
fear of undue influence by Ontario and Quebec on the pol- 
icies of the Government of Canada, At the opposite end 
of the scale was the view that the Atlantic Provinces 
received a disproportionate amount of federal care and 
attention. 

Related to this is the whole question of the varying 
provincial influence as a function of variations in size 
and wealth, The reaction to this proposition varied from 
province to province but it would be true to say that in 
some form or other the domination of Ontario and Quebec is 
always recognized, usually accepted, but sometimes resented. 
In the Atlantic Provinces it is certainly recognized and 
accepted as a fact of life, reluctantly but inevitably. 

On the Prairies it is accepted but more clearly resented, 
In British Columbia it may not always be accepted but if 
it is, it is certainly with no grace. Neither Ontario nor 
Quebee would argue in theory for a preferred negotiating 
position but in fact both may act in a manner which ac-~= 


knowledges it and which makes federal recognition of their 
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Informal Liaison 


A great deal of emphasis was laid on the importance 
of informal procedures, that is, contacts in the daily 
course of business by telephone, letter or personal visit. 
The development of effective informal liaison seems to 
depend a good deal on the nature of the field of activity 
and on the length of time that there has been intergovern- 
mental involvement. In fields like health and welfare 
where there has been activity at all levels of government 
for a long time, people speak of the "old boy network" «= 
the senior officials of all governments who keep in close 
personal touch. The importance of this personal relation- 
ship cannot be underestimated although we did get the 
impression that the best informal liaison exists where the 
formal structure is most effective. One complaint that 
was voiced was that the efforts of communication were one- 
sided and that senior federal officials were "desk bound" 
and too seldom visited their provincial counterparts to 
maintain communication and rapport and develop their own 


understanding of the world outside Ottawa. 


Other Organizational Provisions 
Brief reference is made here to some other provisions 
to facilitate liaison which we noted in the course of our 


study: 
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(1) Regional Offices. We found mixed reactions on 
the parts of provincial officials to the pro- 
posal that there should be regional offices of 
the federal government in provincial capitals. 
This idea is distinct from the growing approach 
in most federal departments to decentralization 
and is more related to the regional federal 
office as a channel of communication. Some 
provincial people rejected the idea, regarding 
the only effective channel of communication as 
being with head office, i.e. Ottawa. There 
was a feeling expressed that local decisions 
did not always work out the same way as did 
those coming from the top. On the other hand, 
there was an inclination on the part of many 
to regard regional offices as a step in the 
right direction, provided they were given 
enough authority. 

A variation of this idea has been dis- 
cussed on different occasions. It involves 
the appointment of a senior representative of 
the national government as a resident "commis- 
sioner" in each provincial capital. This was 
‘not generally regarded with much favour al-~ 
though a few people were impressed with the 


idea, The reluctance seemed to be due to a 


(2) 
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fear of over-formalizing the federal-provin-~ 
cial relationship and to a concern that it 
would result in too rigid a channelling of 
departmental contacts to the detriment of 
effective administration. This view was fre- 
quently expressed by ministers. While it was 
recognized that the present role of federal 
cabinet ministers as the high level regional 
contact left something to be desired, the 

high combination of administrative and polite 
ical skills that would be needed by an effec~ 
tive resident "commissioner" left most of those 
consulted in a doubtful mood as to its practi- 
eability. To what extent the newly formed 
federal department of regional development 
will perform this representation function is 


not yet clear. 


Provincial Offices in Ottawa. As we noted 
earlier, two provinces - Quebec and Alberta - 
have already permanent representatives in the 
national capital although with limited influ-~ 
ence and function. Some supvort for the idea 
of all provinces doing the same was found, even 
to the extent of a "Province House" which would 
be the centre for such activities. It was 


argued that such an arrangement would provide 


(3) 
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an effective method for keeping on top of 
problems of mutual interest which might other-~ 
wise require special visits. But, on the 
whole, the reaction was unenthusiastic. Even 
though the advantages were recognized, it was 
generally thought that more effective liaison 
resulted from the direct contacts of those 
directly concerned. The fear of a 'road- 
block! to effective communication was much 
the same as that noted with respect to the 
idea of a federal resident "commissioner" in 
the provincial capitals. It is of interest 
that the two provinces which had had perma- 
nent Ottawa representatives have not seen fit 
to expand their rather limited sphere of in-~ 


fluence and activity. 


Consultant Services. A number of officials 
interviewed favoured the idea of the provision 
by the federal government of expert consult- 
ants in specialized areas (e.g., in health and 
welfare). Some, particularly in larger prov- 
inces, thought it unnecessary although con- 
ceding its possible value in the smaller prov- 
inces. Whether this would be feasible in the 
absence of a financial involvement is a point 


we have already raised. 


(4) 
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Other Paths. In the course of our examination 
of alternative routes, a number of isolated 
suggestions for improvement of the liaison 
process were encountered, These centred 
around the staff functions, an area where the 
inadequate supply of qualified people has 
caused difficulties for all governments, but 
particularly for the smaller and less wealthy 
ones. While there are distinct limits to 
what can be accomplished, there is good rea~ 
son to believe that there should be greater 
attention paid to staff problems among govern- 
ments, especially in areas of specialized 
technical qualifications. The very few who 
appeared to have given this matter much 
thought suggested that solutions should be 
sought through such devices as temporary staff 
exchanges, the provision of expert assistance 
on a loan basis in special circumstances, co- 
ordination of personnel qualifications and 
recruiting and the reduction of unrestrained 
competition and as well some co-ordination of 
staff training facilities and opportunities. 
This is a very special field and perhaps 
somewhat more peripheral to our main concern 


in this study. But it must be accepted that 
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the vehicles of co-operation can only be 
used effectively if qualified people are 


available to run them. 


Central Co-ordinative Functions 


So far we have ranged rather widely in our examina- 
tion of the relationships that exist between the federal 
and provincial governments in Canada. We make no apology 
for this, for while our terms of reference are specifically 
concerned with fiscal and economic matters, there are few 
areas of governmental interest which this term does not 
touch to some extent. 

But we have referred to some specific instruments of 
intergovernmental liaison which are designed for and are 
concerned with the broader functions of central policy. 
These are, of course, part of the total structure, but as they 
they are closely concerned with the particular aspects of 
co-ordination which are the objects of our study, they 
justify some more detailed attention. 

By custom and by the ever-present influence of the 
financial factor, those broad policy matters became the 
particular concern of the finance ministers and officials 
and only to a lesser extent of the other agencies of 
government where their activities are related to questions 
of fiscal and economic policy. 


This concern extends beyond the limits of budgetary 
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and financial policy, often into particular areas of govern- 
mental activity which may have influences on total policy. 
Nor is it purely a matter of the co-ordination of external 
relationships. To an important extent, influence mst 
extend into these internal workings of government which 
can influence the course of the federal-provincial rela- 
tionship. The whole question of government priorities is 
an essential part of this problem, for a financial commit- 
ment in one area may prejudice commitments in others where 
there may be quite different implications for the inter- 
governmental relationship. 

Two particular groups are central to this whole area, 
the committee of finance ministers and the Federal-Provin- 
cial Continuing Committee on Fiscal and Economic Matters. 

Earlier we spoke of the minister of finance commit- 
tee which in its re-established nature as a continuing 
body is a fulfillment of earlier efforts to develop some 
means of understanding among responsible ministers of the 
central and provincial governments. This group had a re- 
birth in part at least related to the restoration of 
active interest in detailed fiscal co-operation that came 
with the founding of the Tax Structure Committee in 1964. 
Since that time, through its role in the fiscal and eco- 
nomic field and by its decision to meet regularly to dis- 
cuss budgetary and related matters, it has come to assume 


a more central place in the scheme of things. 
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If the objectives of a more coherent fiscal and eco- 
nomic policy are to be realized, there are a number of 
important areas of mutual interest where frank and private 
discussions must be a preliminary to any consensus on the 
kinds of actions that must be undertaken. Important ele- 
ments which must be taken into consideration here are those 
of economic forecasting, budgetary proposals, including 
some greater efforts at the development of a workable sys- 
tem of priorities, capital expenditure timing and borrowing 
co-ordination. This is a large order to be filled and it 
is not going to be accomplished by annual meetings alone. 
As we have already said, success will involve a continuing 
commitment beyond anything which has yet been conceded, 

It is in respect to these responsibilities that the 
Federal-Provincial Continuing Committee on Fiscal and Eco- 
nomic Matters assumes its real role as the technical arm 
of the ministers' group. This is not new for since the 
first attempts at the establishment of a finance ministers' 
committee in 1959 the Continuing Committee has acted more 
or less in this fashion. Since the formation of the Tax 
Structure Committee and the revitalization of the finance 
ministers' meetings, its activities in this respect have 
multiplied. It is true that the Continuing Committee was 
originally established as an official group under the 
plenary conference but at that time (1956) conditions were 


very different and the development of a more particular 
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part in recent years warrants a re-examination of the re~ 
lationship. 

What must be recognized is that while the finance 
ministers and the Continuing Committee have an important 
part to play in fact, achievements of the kinds required 
in this area of aggregate fiscal and economic policy can- 
not be reached in isolation from the total stream of 
governmental activity. The boundaries of fiscal and eco- 
nomic interest generally extend quite deeply into partic~ 
ular programmes. This leads to a general concern for 
overall co-ordination of the federal-nrovincial machinery. 
While some we spoke with felt that this was a role that 
could continue to be performed by the Continuing Committee 
as in the past, others felt that the area of the inter- 
governmental interest was becoming too broad and that the 
link should be through the plenary conference. This would 
often require different people than would normally act on 
the Continuing Committee. 

If it is accepted that the plenary conference of 
first ministers should assume the main co-ordinating role 
in federal-provincial relations, it may be necessary that 
it have its own support group of senior officials. Such a 
group would presumably differ somewhat in composition from 
the Continuing Committee although it would be surprising 
if there were not a good deal of overlap in membership and 


interests, 


Intergovernmental Secretariats 


As the structure of intergovernmental consultation 
becomes larger and more complex, the problems of effec- 
tive staffing multiply. While in some aspects the prob- 
lem is a technical one, in other important ways it in- 
volves some vital matters of political interest and prin- 
ciples. 

Under the present loosely organized system, the 
practice with few exceptions has been for the federal 
government to provide the necessary secretarial staff and 
facilities as and when required. Usually this is done 
in a somewhat informal way through the department most 
directly concerned. Occasionally, in some established 
intergovernmental organizations, a federal official has 
been designated as the executive secretary on a continuing 
or permanent basis. In intergovernmental bodies, the 
host province usually assumes these responsibilities but 
the lack of any continuing organization has sometimes re- 
sulted in rather loose arrangements for secretarial work, 
especially with respect to such matters as the agenda and 
reports. 

The obvious alternative is, of course, the formally 
organized secretariat or staff organization. This could 
either be specifically employed for the purpose or more 
simply could be made up of federal and provincial civil 


servants temporarily seconded to serve in this capacity. 
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There have been a few recent developments of perma- 
nently staffed committees, The first to be established 
was a secretariat of ten or so for the Council of Resource 
Ministers. More recently the provincial ministers of 
education, having decided to form a permanent council, 
elected to have a large staff of some thirty-five people 
on a permanent basis for the purposes of the secretarial 
and research interests of the council. 

The method of seconding federal and provincial 
civil servants came closest to actual practice in the 
period of the Tax Structure Committee's activities from 
late 1964 to September 1966, In this case a senior fed- 
eral official was designated as secretary although on a 
part-time basis only. He drew upon the staffs of the 
various governments for varying periods of time to carry 
on special research projects for the committee. The re- 
sponsibility of the secretary was clearly recognized as 
being to the committee and not to his employer, the 
Government of Canada, when he was engaged in Tax Structure 
work. The experience seemed to indicate that these 
arrangements while not easy can be satisfactory where the 
right people are involved and the responsibilities are 
clearly understood. 

The ideas of a permanent secretariat is by no means 
new. But until quite recently the pressures of inter- 


governmental organization have not been sufficiently great 
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to offset the objections which have been advanced against 
such formalization. There tends to be quite a wide differ- 
ence of opinion as to the value of a full-time secretariat 
but the balance now seems to be moving toward a general 
acceptance of the necessity for some form of central staff 
organization. 

The same pressures do not apply with equal force to 
the subsidiary groups. Here the present system of infor-=- 
mal staffing by the federal or, on occasion, the provin- 
cial governments seems adequate to the demands made in 
most instances. However, it may be where a substantial 
and continuing activity is required this will not always 
be the case. 

Those who favour the ideas of a permanent staff 
organization do so largely on the grounds of efficiency, 
continuity and objectivity (in provincial minds, this last 
meaning, in part, freedom from federal influence). Those 
who oppose do so for a number of reasons 

(1) a concern that a third level of governmental 

service is being created free of direct 
responsibility to the electorate. This is 
not significant in the purely secretarial 
aspects, but as demands grow, influence 
‘grows with it. The inbred capacity of such 
groups to expand in size and power is gen- 


erally accepted. 


(2) 


(3) 


(4) 


(5) 


There appears to be no clear consensus, 


Quebec perhaps favour the concept more than other provinces. 
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a belief that an independent secretariat 
would be inconsistent with the federal form 
as we have known it where traditionally the 
co-ordinating role has been the responsi- 
bility of the national government. 

a reluctance to accept what is considered 
an unjustified additional cost. 

a belief that such organizations are diffi- 
cult to staff and to control, particularly 
in the absence of any clearly defined 
channels of resvonsibility. 

a skepticism as to the capacity of any such 
body to serve eleven masters, leading to 
the belief that in all matters of impor- 
tance it would be by-passed in favour of 


bi-lateral contacts. 


The main argument in favour tends to be the essentially 


practical one of whether an extended and more complex sys- 

tem of liaison can operate successfully without an adequate 
structure of suvport. 
on a matter of principle - whether such an approach is fully 


consistent with the role of the national government in the 


federal form, 


Ontario and 


The argument against is strongest 
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Internal Arrangements 


While our first concern was with the intergovernmental 
relationships, we constantly came up against the problem of 
internal organization. A cross-section of opinion within 
most governments revealed a surprising if varying degree of 
dissatisfaction with the communications within the govern- 
ments themselves. This was noted with respect to the policy 
making responsibility where ministers on several occasions 
acknowledged that internal communications and co-ordination 
was less than adequate. But it also extended to inter- 
departmental matters and even on occasion to attitudes and 
activities within departments themselves, 

If this situation is a hazard to people within govern- 
ments, it must all the more create problems for those in 
other governments who must try to co-ordinate their activ- 
ities with others. Their willingness to co-operate is 
thus often diverted and frustrated by the very difficulty 
of knowing with whom they are suvposed to deal. 

The situation is, of course, more difficult in larger 
units and it is in these that steps are being taken to 
meet the problem. Quebec has its Department of Intergovern- 
mental Affairs in a co-ordinating role. In some others 
the responsibility has at least begun to be clarified. 

Steps are Sette taken by the Government of Canada to clar- 
ify what to most provinces has been a confusing mixture of 


responsibilities. 
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There were different views on the extent of the 
changes needed. Some of those consulted felt that an 
organizational unit specifically charged with co-ordi- 
nation of responsibilities for intergovernmental activ- 
ities was essential. Whether a department or a division 
is a matter which would depend on individual demands and 
choice. Others were concerned lest over-organization 
should result in a limitation of departmental authority 
and the centralization of power in such a unit. 

Regardless, however, of the varying attitudes and 
solutions, there was a growing acceptance to be noted of 
the need to improve the internal situation in line with 


the developing liaison needs. 
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11. ADMINISTRATIVE PRACTICES IN THE FIELD 
OF PUBLIC FINANCE 


The principal concern of this study is the develop- 
ment of proposals for improving the forms and methods of 
consultation between the federal and provincial govern- 
ments in respect of fiscal and economic matters within 
Canada's constitutional framework. Earlier we discussed 
at some length the question of the actual relationship 
that exists between federal and provincial governments, 
formally and through daily business contacts. There are 
as well other important matters of what we might call 
methods and procedures which bear some reference here, 
These come under three main heads: 


(a) Accounting Practices and Public Finance 
Statistics 


(b) Budgetary Practices 

(c) Capital Market Procedures 

It will at once be clear that we have made no attempt 
at detailed analysis of present practices. Nor have we 
attempted to suggest detailed technical improvements. This 
is a full-scale task in itself which has engaged the ener- 
gies of many informed practitioners over a good many years. 
What we have done is to examine the overall situation to 
see in what direction efforts should be made to improve 
the sub-structure of information and activity on which, in 
the last analysis, not only effective liaison but effec- 


tive government as well must be based. 
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(a) Accounting Practices and Public Finance Statistics 


The present situation with respect to accounting 
practices is fluid. We are in a period of substantial 
change, not only in the concepts of the. purposes of ac- 
counting and the uses to which it is put, but with respect 
to the methods, particularly as they are related to elec- 
tronic processing. 

The area for change is broad and often difficult to 
define. Although a great deal of time and effort has been 
given to improvements, on the whole there has been an 
understandable reluctance to embrace change where it is 
not demanded by internal requirements. The big problem 
we are faced with then is thus likely to be that of an 
attitude of indifference toward the uniformity which has 
as a necessary forerunner some rather substantial changes 
in terminology and orocedtre. 

Any hope of useful improvement in this area must be 
closely related to the problem of further steps in 
reaching uniformity in the accounting systems presently 
operating in the eleven governmental jurisdictions of 
Canada: These systems range from accrual methods, through 
modified cash systems to a complete cash basis. Uniform- 
ity in accounting systems would inevitably involve a great 
deal of re-examination of what we may expect from today's . 
systems and how this may be obtained from the techniques 


at our disposal. The day when the accounting system was 
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intended to provide only adequate audit control is gone. 
Today the idea of financial management embraces perform- 
ance budgeting and application to a wide range of economic 
uses. The ability to utilize the same financial language, 
not only within the government sphere, but for government 
and non-government transactions as well, is an essential 
feature of many of these new requirements. 

With the rapid development of new techniques and 
processes, many changes are being made in accounting pro- 
cedures within governments. While we are aware of some 
growing attempts at achieving standardization as these 
areas develop, there does seem to be a very real danger 
of a further lack of co-ordination developing which may 
be even more difficult and expensive to adjust in the 
future. 

The problem of statistical classification and termi- 
nology is of course closely related to the question of 
accounting uniformity. Here again a great deal of work 
has been done under the aegis of the Dominion Bureau of 
Statistics. A framework has been developed and the accept- 
ance of a system of standard classification and terminology 
would undoubtedly be in the interests of all concerned. 
This is, of course, a problem that can only be solved by 
the joint efforts of those directly involved, but a suc- 
cessful approach requires a leader and the only organizae 


tion likely to act in the capacity is the Dominion Bureau 
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of Statistics. It should be given every encouragement to 
do so. 

We would briefly note a point made by the Royal Com- 
mission on Taxation when referring to the need for improve- 
ment in economic statistics: 

"Analogous recommendations have been made re- 

peatedly by other Royal Commissions. We shall 

simply state that the situation cries out for 
improvement. The data collection and proc- 

essing agencies must be given more resources 


in order that they may meet their expanding 
responsibilities." 4 


(b) tary Pract 


In a previous section of this report we referred to 
provincial fiscal policies as they are reflected in the 
budgets of the provinces. It is not our purpose here to 
examine budgetary policy but rather to look at the use to 
which the budget is put as an instrument of such policy 
and to see how it enters into the problems of fiscal and 
economic relations. 

Traditionally in Canada the budget has served pri- 
marily as an instrument of financial accountability. It 
has been the custom of governments to formulate their ex- 
penditure programmes and to announce by what means they 


will provide the revenues to support them. 
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In late years the situation has changed substantially 
insofar as the use of the budget as an instrument of fis- 
cal policy is concerned. This is more true of the federal 
budgets. The change is noted by Will in his study of the 
budget in the following terms: 

"The importance of the budget as an instrument 

in the formation of economic policy is gener- 

ally recognized, The connection between the 

budget, budgetary policy and the level of eco- 

nomic activity was firmly established by the 

Keynesian revolution and since then, by more 

than two decades of theorizing about, and 


experience with, counter-cyclical fiscal pol- 
icy. 
2 


An examination of the budgets presented by the Min~ 
ister of Finance of Canada in the post-war period shows 
that while the policies adopted may have been in dispute 
and the presentation not all that might have been wished, 
the budgets in nearly all cases did concern themselves 
with problems of stability and growth, 

As would be expected, the provinces have been less 
concerned with this purpose of the budget. With a few 
notable exceptions provincial budgets have been and are 
financial accountability aGeaments with considerable 
emphasis on the examination and justification of past and 
future programmes. While there has been increasing in- 


terest on economic development, there has not as a rule 


RLM. Will, The Budget _as_ an Economic Document, Royal 
Commission on Taxation, Study No. 1, Q.P., Ottawa, 1966, 
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been any great attention paid to problems of stabiliza- 
tion. This is consistent with provincial attitudes to- 
ward fiscal responsibility. 

Despite their insistence on a more important role 
in the financial affairs of the country, a role which is 
supported by the greater provincial-municipal share of 
expenditure responsibility, provincial governments so 
far in most cases have not become involved in the fiscal 
responsibilities that go with this greater part. The 
fact that we must face is that if provincial policies 
are to have a growing effect on the state of the economy, 
it will no longer be good enough to have completely in- 
dependent policies with eleven governments budgeting 
without concern for what the others may be doing. 

One aspect of this situation tends to be overlooked. 
There is a great deal of the psychological in the success- 
ful application of fiscal policy and the budget is the 
central instrument of this. Again to refer to the Will 
study: 

"Yet the success of counter-cyclical budgetary 

policy depends to a great degree on the govern- 

ments! ability to convince public and private 
decision makers that counter-cyclical measures 


currently being implemented or proposed are 
adequate to maintain economic stability." 3 


This being the case, it is an additional incentive for 


3Tbid., p. 3. 
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some sort of relationship being established between pro- 
vincial and federal budget announcements. Under the 
existing circumstances, the public has every excuse for 
being confused. 

There are two principal problems to be solved if 
the budget is to assume the place in total fiscal policy 
that the situation demands. First, there is how we can 
achieve the acceptance of all the governments of their 
respective responsibilities. Second, there is the ques- 
tion of how, in the light of this acceptance, it becomes 
possible for the budgetary practices of federal and pro- 
vinecial governments to be developed in such a way that 
the necessary intergovernmental co-ordination in fiscal 
and economic policies is achieved. 

Not a great deal more can be said on the first 
point other than to emphasize’ a factor which we have 
stressed all through this report. If provincial govern- 
ments are to have a role, even a complementary one, in 
fiscal and economic policy, they must be prepared to act 
in a manner consistent with the responsibility and in its 
turn the federal government must be prepared to accept 
and use that co-operation to the fullest possible extent 
consistent with its own fundamental responsibilities in 
the federation. 

The second question of budget practices is not an 


easy one to sort out for, while the process has many 
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aspects in common, adapting it to a co-ordinated fiscal 
and economic policy involves a good number of practical 
and political difficulties. 

The budget procedure in the Canadian provinces is 
fairly well established by the demands of the legislative 
session and the fiscal year. Legislative sessions in 
most provinces start sometime between mid-January and 
mid-February, lasting through until late April or May, 
although in Ontario and Quebec a late fall start and a 
much longer session is not unusual. Budgets, in most 
cases, are presented in March or April and provide the 
financial explanation of the governments present and 
future policies. It is not the practice for provinces 
to use the procedure of budget resolutions, as used in 
the Government of Canada, to put tax changes into imme~ 
diate effect with the result that while proposed changes 
are generally announced in the budget they do not become 
effective until legislative authority has been obtained. 
It is unusual, although not unknown, for provinces to 
present supplementary budgets for this purpose. 

With the Government of Canada, the situation is 
somewhat different and the presentation of the budget may 
vary over a considerable period from as early as February 
to as late as June. Nor are supplementary or ‘'baby' 
budgets rare and there is an increasing acceptance of 


the need of flexibility they or some other method can 
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give, if fiscal policy is to be practiced in any useful 
forme 

It is not likely to be possible, or perhaps even 
desirable, for all budgets to be brought down at the same 
time. But if there is to be that greater co-ordination 
of fiscal policy which so many see as an inevitable con- 
sequence of current trends, some workable method will 
have to be developed for cross-reference and adjustment 
of budget changes among the eleven governments involved. 

Improvements in terminology and in statistical and 
accounting approaches are important technical steps which 
are prerequisite to the co-ordination of budgeting prac-~ 
tices. These improvements will be difficult in them- 
selves, involving many compromises in matters of technical 
approach, But useful as they can be, they are secondary 
to the more fundamental matters of the realization and 
acceptance by all governments concerned of the nature of 
the modern budget as an instrument in the formation of 
fiscal and economic policy. 

But it would be self-delusive to believe that in a 
federal state like Canada it is going to be possible to 
achieve close co-ordination in basic fiscal and economic 
policy formation by purely pragmatic approaches. If 
such an objective is to be reached it would seem necessary 
that there be a greater acceptance of the need of some 


institutions for the co-operative process, although with- 
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in the framework of proper parliamentary responsibility. 


We have the examples of other federations on which to 


draw for this purpose. 


So that it may be clear why this is a difficult 


assignment, we might briefly examine some of the con- 


straints that operate against easy co-ordination: 


(1) 


Secrecy: The question of the traditional 
secrecy of the budget is always likely to 
involve difficulties for co-ordination, 
While some steps have been taken by the 
minister of finance and provincial treas- 
urers in the exchange of forecast data prior 
to budget presentations and some interesting 
proposals made for extension of this, much 
more needs to be done. On the whole, how- 
ever, the scope for free exchange of con- 
fidences is not as unlimited as we sometimes 
like to imagine in our more optimistic 
moments. Legislative bodies (and caucuses) 
as a general rule do not take kindly to 
others being privy to government policies 
before they are themselves. This does not 


have to mean there can be no bonds of under- 


‘standing between governments. But it does 


mean that no formal pre-budget agreement 


on policy is likely to be possible, at 


(2) 


(3) 
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least under present circumstances. The 
experience with classified data has not 
been such that would encourage much ex- 
tension of its exchanges in sensitive 
political areas. 

Political Advantage: Budgets are state-~ 
ments of government financial policy. But 
while they have the status of official 
government documents, they are at the same 
time probably the most important political 
statements in substance made by the govern- 
ment each year. It would be expecting more 
than we should to believe that when impor- 
tant political benefits are expected to 
accrue, governments will easily enter into 
accords with other governments, often of 
different persuasion, where this will 
dilute or destroy the impact of the budget 
as a political instrument, 

Objectives: Perhaps the most important 
barrier of all to co-ordination of budget 
practices does not lie in the mechanics at 
all but in the basic question of policy 
objectives. It is important that we appre- 
ciate these difficulties in order that we 


do not develop expectations from procedural 


(4) 
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improvements that cannot be realized. To 
illustrate it is not hard, in view of the 
great regional and economic diversities in 
Canada, to imagine a situation where there 
would be substantial difficulty in reaching 
agreements on the matter of regional devel- 
opment with some provinces favouring pole 
icies directed toward the maximization of 
return while others urged attention to the 
upgrading of economically distressed areas. 
We have already seen evidence of this con- 
fiict. 

Timing: While timing is perhaps of some~ 
what less importance than we might at first 
assume, it nevertheless has some important 
influences. Under existing procedures it 
is mainly of consequence with respect to 
the influence of federal budget policies 
on provincial plans. As the federal budget 
is nearly always brought down well after 
provincial policies have been developed, 
its effects may be important. As between 
provinces, the situation does not appear 
to be a matter of first concern. However, 
if we were to enter into an era of close 


policy co-ordination, the situation would 
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not be the same. Not only would there be 
need for policies to be adjusted to each 
other, but it would be necessary that public 
knowledge of such proposals should come at 
much the same time, otherwise any effect 
could be badly diffused. A very important 
aspect of budget proposals may be not what 
they actually do but what the public expects 
from them and what they expect from the 
public. 

The actual process of budget-making, of course, be- 
gins long before the budget is presented. It is in this 
sense that the need for consultation at the policy develop- 
ment stage is emphasized. If the consultations of the 
ministers of finance and provincial treasurers continue to 
develop successfully, many problems may be solved. The 
question of co-ordinated budget procedures then becomes a 
much simpler one of mechanics based on established prin- 
ciples although actual joint decision-making in such matters 
hardly seems likely or even desirable. 

But presumably no matter what steps are taken there 
will always be situations where reconcilation of deter- 
mined policies will be required. Inasmuch as the federal 
budget has the greatest potential for influence and effect 
on other budgets, it would be more convenient if it could 


be presented before the provinces bring down theirs. But 
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this will often not be possible and if, as will happen, 
there are certain matters of federal budget policy that 
affect the provinces, they would appear to have three 
alternative courses of action open to them: 

(1) they can live with the changes until the 
next opportunity of dealing with them 
arises. 

(2) they can bring down special supplementary 
budgets or legislation. 

(3) they can arrange for the necessary temporary 
powers by order-in-council, subject presum- 
ably to subsequent legislative confirmation. 

Improvement in budgetary practices is an essential 

aid to better fiscal and economic co-ordination but it is 
only a means to an end and is not the fundamental issue 


itself. 


(c) Capital Market Procedures 


One of the most persistent questions that crops up 
in intergovernmental relations in federal states is that 
of the operation of the various jurisdictions in the 
capital markets. The reliance of recent years in Canada 
on monetary policy has added to this emphasis on debt, 
for as the Royal Commission on Banking and Finance noted 

"> .emonetary policy and debt management...link 

together to bring about changes in economic 

activity through their combined influence on 


the terms and conditions prevailing in finan- 
cial markets." 
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While provincial and municipal debt are in a somewhat 
different category from the debt of the Government of 
Canada, the markets for government securities are closely 
linked. In a somewhat less esoteric fashion, the growth 
of demand of provincial and municipal governments and 
their agencies for borrowed funds, combined with recur- 
ring periods of shortages in capital funds, has added 

to the interest in market procedures. 

Attempts to develop some system of central control 
goes back a good many years. Probably the most notable 
step actually made was at the Dominion-Provincial Con- 
ference of 1935 when a sub-committee of the Conference 
examined in some detail the concept of a national loan 
council patterned after the Australian model. The 
Rowell-Sirois Commission would have dealt with the matter 
by having existing provincial debt assumed by Canada and 
treating new debt in connection with the proposed finan~ 
cial arrangements, 

Otner somewhat desultory efforts have been made 
from time to time to suggest possible approaches to the 
rationalization of the public debt structure in Canada, 
sometimes involving the particioation of the Bank of 
Canada. The Bank has successfully resisted any provin- 
cial involvement for reasons of its close fiscal policy 
relationship with the Government of Canada, 


Under present conditions there is no central control 
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over public debt operations in Canada except that of the 
provinces with their municipalities. Provinces and 
municipalities are thus free to operate in capital mar- 
kets, domestic or foreign, regardless of the implica- 
tions for either the Canadian economy or the balance of 
payments. 

There has been very little real active interest 
on the part of either governments or the investment in- 
dustry in formal controls. Politically, failing a very 
serious financial crisis, there seems little chance of 
any formal institutional approach to the problem in the 
manner made familiar by the work of the Australian Loan 
Council. Perhaps, however, the present disenchantment 
on the part of the investing public with fixed interest 
securities may encourage a re-assessment,. 

The situation is, of course, not completely with- 
out guidance as these comments might lead one to believe. 
Although no formal controls exist, there is in a practical 
sense an informal co-ordination that is exercised through 
the voluntary activities of investment dealers and offi- 
cials of the various jurisdictions concerned. Very 
little goes on that is not soon common knowledge in in- 
formed quarters and as a result conflict between poten- 
tial borrowers is usually straightened out before any 
harm is done. There is the fact also that some provinces 


and municipalities do confer informally with the Bank of 
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Canada and the Department of Finance of Canada directly 
or through their fiscal agents. This particularly 
applies in the case of U.S. loans and in 1960-61, the 
moral suasion on New York borrowing exerted by the Bank 
was very effective. 

But this is all very loose and in the new climate 
of co-operative fiscal policy which is urged as a solu- 
tion to the present problems it will hardly be adequate. 
If capital borrowings are going to be given the impor- 
tance they deserve in the management of fiscal and eco- 
nomic policy, something more specific is likely to be 
required, 

Past experience and present attitudes do not lead 
us to any great expectations of successful formal con- 
trols. Therefore, the idea of a voluntary capital 
issues committee has been suggested as one way of meeting 
the situation. Such a committee would logically be made 
up of representatives of the federal and provincial 
governments and the Bank of Canada. It is extremely un- 
likely that such a body could be given any executive 
authority but it could be a most effective agent in the 
exercise of the powers of moral suasion which the Bank 
of Canada now possessed to a limited extent. 

A capital issues committee or some similar body 
has much to recommend it for it could provide a great 


deal more order in a market that could use the discipline, 


a c7ee 


But the concept has some aspects which would need care~ 


ful examination and which would have to be weighed 


against the very evident advantages: 


(a) 


(b) 


(ec) 


(d) 


It would tend to reduce the discipline of 
the market by acting toward a levelling 
of borrowing costs unrelated to the normal 
credit standing of the borrower. 

The desire to exercise an approved bor-~ 
rowing opportunity might encourage calls 
on the market regardless of the need for 
funds. This in turn could penalize bor~ 
rowers whose need might be more genuine 
but who were further back in line. (The 
experience with provincial borrowing after 
Canada Pension funds became available may 
have significance in connection with the 
relationship of demand to availability.) 
It could reduce the initiative and advan- 
tage of the competent borrower and in- 
crease the opportunities of those less 
well qualified. 

Experience in Australia as we have pre- 
viously noted would seem to indicate that 
political pressures would have to be con- 
tended with. Whether under a capital 


issues committee the federal government 
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would be able to divorce itself from pro- 
vincial demands is a question that is 
difficult to answer, 

Failing acceptance of even this limited approach 
to the control of capital borrowing, there is good reason 
to consider an extension of the present information net- 
work. While as noted, it works with reasonable efficiency 
at the present time, it is quite haphazard and can exer- 
cise no restraints except those that arise from the bor- 
rower having a better knowledge of the market and the 
activities of his competitors. 

What could add a good deal to the system as it now 
operates would be the formalization of this information 
function. Perhaps the best agency to assume this respon- 
sibility would be the committee of finance ministers 
operating through the Federal-Provincial Continuing Com- 
mittee on Fiscal and Economic Matters, the Bank of Canada 
or some future permanent secretariat. In such a case all 
participants would agree to provide information as to 
their capital requirements and their programmes. As well 
the demands of the private sector would have to be co= 
ordinated with those of the public. No sanctions could 
be used under such a system but the greater knowledge 
and understanding should lead to a better order and 
rationalization of the demands of Canadian borrowers on 


the capital markets. Taken in conjunction with a wider 
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acceptance on the part of governments of the requirements 
of fiscal and economic policies, it could be a contrib- 


uting factor to altetter financial order. 
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12. SUMMARY AND CONCLUSIONS 


In the main body of the report we have examined in 
some detail the development of Canadian federalism and 
its adjustment to various influences, legal, social and 
economic, We have considered the nature, the effective- 
ness and the limitations of the pragmatic apvroaches to 
co-ordination which have assumed increasing importance in 
our more recent experience. We have placed particular 
emphasis on these influences in the basic area of our 
responsibility, fiscal and economic policies. 

Our purpose has been to clarify the situation as 
it has evolved in response to changing pressures upon it 
and to try to suggest ways and means of adjusting our 
governmental relationships to the demands of a workable 
federal state in both political and economic terms. 

This chapter is not a summary in the simple sense 
of the word. It is an attempt to synthesize the larger 
body of the main argument but in the process many of the 
essential elements are of necessity passed over. For 
this reason, if no other, reference to the summary and 
conclusions is no adequate substitute for a reading of 


the full report. 


The Development of Canadian Federalism 


Although the Canadian federation was first con- 


ceived as a strongly centralized one, events have made 
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many changes in concepts and attitude necessary over the 
years. There have been important movements in the locus 
of predominant power between the provincial and national 
governments and as the economy has grown and the problems 
have become more complex, it has become increasingly 
clear that rigidly established methods alone will not 
serve. Unless a pattern for adjustment is provided 
events, as we have seen, create their own. In that case 
the results will often not be what the best interests of 
the country require. 

In a static society with a division of powers and 
responsibilities consistent with the established needs 
of the central and regional governments, there would be 
limited need for a system of intergovernmental relation- 
ships. But changing demands, along with the increasingly 
difficult problems of balance between public needs and 
government resources as the public sector grows, make 
the introduction of a structure of adjustment essential. 

Nowhere is this need more evident than in matters 
of fiscal and economic policy. These influences extend 
through the whole fabric of public activity. They are 
not confined just to matters of stabilization and growth, 
for most government activities whether they be of direct 
fiscal and economic concern or not, have some influence 
upon the state of the country's economy. 


So far in our history we have developed an extensive 
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and somewhat formless maze of relationships between 
governments to meet the needs of the co-ordination of 
their interests and responsibilities. In areas of 
particular programmes and issues there has been a good 
deal accomplished by this means. But in the broader 
areas of general principles and policies we have been 
less successfull in translating objectives into appropri- 
ate political actions. 

In their attempts to adapt the federal form to 
the parliamentary system, the Fathers of Confederation 
took some rather important liberties with the then ex- 
isting federal concepts. In this they were strongly 
moved by the circumstances of the times and by the mis- 
takes which they believed they detected in the United 
States. The controlling central powers of disallowance 
and reservation, the federal residual power and the then 
predominating federal taxing authority under the consti- 
tution illustrate the extent to which the founders were 
prepared to vary the federal form as developed in the 
United States experience in the interests of a viable 
nation, 

Adaptation can be effected in a number of ways. 
Formal constitutional amendment, court decisions, admin- 
istrative devices and informal practices all have their 
places. Constitutional amendment and court decisions 


are not our direct concern here although obviously they 
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cannot be ignored and we have emphasized the necessity 
of a firm legal base in any structure. We are concerned 
primarily with the problem of how, within the limits of 
our present system, it may be possible to develop methods 
and vehicles of liaison which will make the governing of 
Canada in the federal form a more effective operation. 
The interdependence of constitutional form and inter- 


governmental relationship is fundamental to our approach. 


Hist al B 


¢ 


An understanding of the historical background is 
essential to any study of the problems of liaison be-~ 
tween Canadian governments. While intense interest in 
the problems of the interplay of governmental interests 
is essentially a recent development, since earlier times 
there have been relationships of varying intensity. In 
many years it was more often than not a matter of provin- 
cial pressures for revision of the financial subsidies. 
Only since the 1920's has there been any noticeably 
conscious recognition of the close interests of the two 
levels of government, especially in the areas of our 
special concern. 

There have been two principal influences on the 
growing emphasis on this relationship. The actual rec- 
ognition of the inseparability of many of the interests 
in these broad fields of public policy dates from the 
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increasing role of government in economic affairs and the 
acceptance of Keynesian concepts, influenced by the pres- 
sures of the depression and the demands of wartime fi- 
nance. While this approach was an element in the wartime 
tax agreements it received its clearest recognition in 
the reconstruction period, particularly through the pro- 
posals of Canada at the Reconstruction Conference of 
1945-46, This Keynesian influence continued in varying 
degrees of intensity through the next decade of the tax 
rental agreements and the growth of conditional grants. 
It remained, but in a different form through the later 
years of our experience as changing influences have 
altered the focus of our public interests. 

The second and later factor which has played an 
important part in the developing relationship in our 
times has been the increasing role of the provinces and 
their municipalities in the public sector. Consistently 
since the end of the second war and with growing momentum, 
the part played by regional governments has increased as 
the demands for public services have become more clearly 
associated with the responsibilities which are theirs 
under the British North America Act. In the war and im- 
mediate post-war years, the provincial powers were 
diluted by the general acceptance of federal initiative 
in areas of provincial authority, through joint pro- 


grammes and the control of the tax system. But in more 
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recent years, starting perhaps from the peak of federal 
power about 1952, there has been growing evidence of a 
more independent provincial outlook, unevenly distrib- 
uted and most clearly demonstrated by the Province of 
Quebec, 

While the first Dominion-Provincial Conference was 
in 1906, that of 1935 was the first to deal with the 
problems of fiscal and economic co-ordination in terms 
which have pertinence to current interests. Other 
methods of dealing with these problems were proposed 
from time to time, but except in the area of special 
programmes, little was actually accomplished and over 
the years up until 1955 the vehicle of federal-provin- 
cial policy interest continued to be the plenary con- 
ferences, as in 1941, 1945-46, and 1950. 

The concern lest the machinery of federal-provin- 
cial co-ordination should interfere with the proper 
parliamentary process has been of some influence in 
delaying formal intergovernmental development. But 
the principal factor in the slow growth of liaison 
methods in this period seems more likely to have been 
the predominant position of the Government of Canada 
through the later depression, the war years and the 
post-war reconstruction period. The relative inade- 
quacy of the provincial governments in the same period 


also contributed. Politics, like nature, abhors a 
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vacuum and the inability or unwillingness of provincial 
governments to accept the responsibilities that society 
demanded left the federal government with opportunities 
throughout these periods which it was not reluctant to 
accept. At the same time the Government of Canada was 
abetted by circumstances, the depression, war, recon- 
struction, Korea and the continuing pre-occupation of 
most provinces with recouping their financial resources 
regardless of the form in which this was achieved. 

Although there was some growth of intergovernmental 
communication as a result of the tax rental agreements, 
and the growth of government programmes after the war, 
the federal power continued to dominate the relationship. 
This domination continued until towards the end of the 
1952 tax rental agreements in 1957. The specific turning 
point might have been the decision of Premier Duplessis 
in 1954 to impose a Quebec provincial personal income 
tax. But in reality this was only an outward manifes- 
tation of a situation that had been gradually building 
up as both political and economic circumstances of the 
federal-provincial relationship changed. 

What was probably the most concrete step toward 
some greater systemization of intergovernmental relation- 
ships took place at the 1955-56 plenary conference with 
the creation of the preparatory committees of officials, 


which subsequently was established as the Federal-Provin- 
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cial Continuing Committee on Fiscal and Economic Matters. 
The creation and continued activity of this official 
committee has facilitated what developments there were 

in fiscal and economic liaison. While limited in author- 
ity, it nevertheless provided a bridge, if sometimes a 
shaky one, between the policies of the two levels of 
government. Developments were slow after the initial 
period of co-operative activity in 1955 and 1956 which 
lead to the important developments of the 1957 tax- 
sharing arrangements. There is little evidence of any 
great growth of interest in liaison in the broad fiscal 
and economic policy areas although there were some impor- 
tant advances in particular programmes. There were some 
substantial changes in the details of the financial re- 
lationship, but these seem to have been developed pretty 


much in the old form. 


Recent Developments 


It was the political upheaval in Quebec in 1960 
and the subsequent changes in Ottawa in 1963, that as 
much as anything, led to the renewed interest in more 
structured intergovernmental relationships. Premier 
Lesage of Quebec pressed strongly, particularly after 
1963, for greater liaison activity, and the federal- 
provincial conference of 1964 saw an important develop- 


ment with the creation of the Tax Structure Committee 


~- 198 «= 


as a joint ministerial group charged with investigating 
and analyzing many of the most important areas of federal- 
provincial fiscal and economic policy interests. 

Since mid-1964 there has been great activity in 
fiscal and economic liaison, particularly through the 
work of the Federal-Provincial Continuing Comnittee on 
Fiscal and Economic Matters as the working arm of the 
Tax Structure Committee and through the Tax Structure 
Secretariat. This last, while supplied by Canada, for 
perhaps the first time directly involved the provinces 
in such activities through the utilization of personnel 
seconded from some provincial governments. 

While the work of the Tax Structure Committee has 
not produced the positive results that many hoped it 
might, this perhaps only serves to emphasize the diffi- 
culties inherent in the search for acceptable solutions 
to basic fiscal and economic problems in a federal state. 
But as an example of what can be done under difficult 
circumstances it has been a valuable experiment, the 
lessons of which should not be discarded. 

A further and more or less coincidental development 
in the same area of interest was the reinstatement of the 
meetings of the ministers of finance and provincial 
treasurers. This committee is of first importance in 
the scheme of things, for unless those ministers charged 


with the primary responsibility for total fiscal and 
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economic policy matters take the opportunity to examine 
their views through practical attempts at mutual under- 
standing there seems little hope for success by more 
indirect channels. 

At the Federal-Provincial Constitutional Confer- 
ence in February 1968 it was agreed that a continuing 
intergovernmental study of the constitution and related 
matters should be undertaken. As this is written, the 
Officials' Committee of the Constitutional Conference 
has comnenced its work in the broad areas of constitu- 
tional interest which it will be examining in the months 
ahead. Among these is that of the federal and provin- 
cial machinery of consultation, From these delibera- 
tions many new ideas and concepts of Canadian federation 
can develop both in the areas of formal change and in 
the processes of governmental practice. We hope this 


report may make some useful contribution to this work 


Limitations and Conflicts 


Changing conditions have out-dated the formal con- 
cept of federalism as one of a distinct separation of 
powers and responsibilities. It has been supplemented 
in fact, although not always in law, by processes which 
adapt the formal rules to the requirements of the times. 

The liaison process is an involved one and there 


is no clear definition of its nature or its actions. 
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Essentially it involves the evolution of communication 
and consultation into co-operation. This last, in its 
part, must lead to the practical acknowledgement of 
joint interests and resvonsibilities. Intergovernmental 
relationships are not an end in themselves but merely a 
means to a number of ends. But if they are not adequate- 
ly controlled there is danger of them existing for their 
own sakes rather than for what they may accomplish. 

There are several requirements to be met if con- 
sultation is to become an effective part of the liaison 
process. If these are not fulfilled in large measure, 
the whole activity may become but a charade. If con- 
sultation is to be effective it must start with defin-~ 
able purposes so that each participant may know what is 
being sought. More conferences have foundered on this 
lack of understanding than on more complex and esoteric 
shoals. 

The need to accept obligations as well as to seek 
advantages is also fundamental. Willingness to give up 
some freedom of action is an inevitable accompaniment 
of the co-operative process. 

Procedural perhaps, but none the less of central 
concern, is the need to accept the frustrations and de- 
lays of negotiation as well as to devote often scarce 
resources to what may seem uncertain results. 


Inequality of negotiating capacity has been an 
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important element in years past in the federal domination 
of these intergovernmental relationships. It remains an 
important distinction among the various participants, 
often unrelated to available financial resources. 

In the whole area of liaison there are a number of 
important constraints upon the smooth and efficient oper- 
ation of the process. Roughly these are of two kinds: 
there are those of a political nature and those which are 
essentially matters of administration. Under the first 
comes the question of political authority, that which is 
vested in the government itself; as well there is the 
question of the political power which is exercised by 
the party or the individual politician. In either of 
these a sacrifice is involved and it will not always be 
willingly accepted. Party and personal interests may 
both play a part in these influences but what may be a 
more important factor are the pressures of regional 
affiliations and involvements which can promote a dis- 
trust not only of the centre but of the other parts of 
the federation as well. 

Limitations are not only imposed by the political 
side, Administratively there are vested interests on the 
part of officials as well as ministers which act to pre- 
serve or create divisions when co-operation is clearly 
required. It must be recognized, however, that such 


vested interests can become closely involved in the co=- 
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operative process and can act to extend intergovernmental 
activities as well as retard them. 

But the most important check of all may be neither 
political not administrative but procedural. The liaison 
process is essentially a committee operation. In the 
nature of the divided authority it is difficult for it 
to be anything else. Committees are useful devices for 
reaching a consensus. They are less successful in pro- 
moting executive action, especially in the broad areas 
of policy that we are concerned with, The dangers of 
compromise at the level of the lowest common factor are 
always present. 

There are other limitations. The accepted unwill- 
ingness to attach executive authority to intergovern- 
mental committees can result in serious delays through 
which agreed approaches to problems may become inappro- 
priate. This is emphasized by the lack of co-ordination 
of the central and regional legislative processes. Where 
statutory authority is required, delays can become ex- 
tensive and necessary action difficult if not impossible 
to achieve in a reasonable time. 

The Fathers of Confederation tried to offset divis-~ 
ive influences of the federal form by giving strong over- 
riding powers to the national government. But changing 
times and shifts in the locus of politi¢al power have re- 


duced their practical importance. 
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When we add to these difficulties the practical 
problems of day-to-day operation under divided authority, 
it is not hard to understand the attitude of some who 
have regarded federalism as a form to be used only when 
no other options are oven. Nowhere are the difficulties 
more clearly evident than in the developments of coherent 
fiscal and economic policies where the capacity to per- 
form is not always consistent with the country's needs. 
A fundamental part of this question which consistently 
faces us is the need to adjust differences that so often 
exist between local demands and national requirements. 
This is not exclusive to federations but the political 
implications are more significant, 

A basic problem we face is in the imbalance of 
powers and responsibilities made more compelling by the 
increasing total demands of government at all levels. 
Under the British North America Act, the powers were 
distributed in the interests of strong central govern- 
ment. But over time and particularly in the years with 
which we are concerned the balance has changed. While 
the predominant financial power through taxation has 
been largely in federal control, an increasingly larger 
part has come to be in the provincial and municipal 
areas, as their spending responsibilities have grown. 

Even in a homogeneous country with reasonable 


levels of comparative wealth this would be the source 
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of differences. In any country where there are large 
variations, not only in wealth and income but in extent 
and form of economic needs, the problems are multiplied. 
In our case, while the prime fiscal and economic respon- 
sibility has generally been accepted as belonging to the 
Government of Canada, the conflicting demands, aims and 
capabilities of the different provinces, often diffi- 
cult to define in terms of the total national interest, 
are a continuing source of political differences. 

Central and regional policies will each be directed 
to the achievement of their most favourable economic 
ends. There is no guarantee that these ends will be the 
same. In fact a further complication may enter into the 
calculation in that economic policy objectives and polit- 
ical considerations may head us in different directions, 
Thus it is clearly to be seen that if any sort of harmony 
is to be attained, financial adjustment and compromise 
become central factors in the equation. 

In this there are three principal components in- 
volved: the division of revenue powers, the assignment 
of expenditure responsibilities, and the transfer of 
resources between governments. No country has yet suc- 
cessfully answered the question of how the powers to 
collect revenue can be successfully correlated with the 
responsibilities for providing service. It is this 
situation that has made the development of both joint 


See 


programmes and fiscal equalization important elements in 
the programme of central adjustment of the Canadian fed- 
eration. 

But no matter how successful we may be in allocating 
revenues and responsibilities or in providing the fiscal 
adjustments that will help correct imbalances, we are 
not likely to achieve a situation where each can operate 
exclusively within its own assigned areas, The rigidi- 
ties of a closed federal system are not consistent with 
the demands of the times and it is for this reason that 
methods of intergovernmental liaison on fiscal and eco- 
nomic matters becomes such a vital issue in a modern 


federal state. 


Fiscal and Economic Policies 


~ We have considered fiscal policy as being primarily 
concerned with the management of government revenue and 
expenditure, largely in the interests of stable economic 
growth. We have taken economic policy to have a broader 
significance which embraces many direct and indirect 
methods of influence largely in the interests of growth 
over the longer-term. In practicalterms, fiscal policy 
has been accepted in most cases as a prime responsibility 
of the central government. Economic policy has been a 
concern to all jurisdiction, federal, provincial and 


municipal. While the general distinction has been made, 
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the terms as often used are not mutually exclusive, 
especially with respect to their ultimate effects. 

Governments through most of our history have in- 
volved themselves in economic development in one form 
or another, Fiscal policy is of more recent origin and 
its active part really dates only back to the Keynesian 
era, particularly after World War II. While the Govern- 
ment of Canada in this period embraced the ideas of 
Keynes with enthusiasm, it did so in large part within 
the limits of its application to a unitary state with- 
out any great consideration for the complications of 
the federal form. 

But while the attitude was understandable in the 
highly centralized operations of the 1940's, it is less 
supportable today in the light of the growing weight of 
provincial/municipal activity in the public sector. 

Our basic assumption is that the Government of Canada 
has and accepts the major responsibility for maintaining 
high levels of economic activity under a climate of 
stable prices and income growth. The question is what 
part the provinces and municipalities have played in 
this and what contributions can they make in the future? 

The ability of the central government to operate 
in the field of fiscal policy is widely based. That of 
the provinces is more restricted, not only by reason of 


the powers available to them but in their ability to 
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control the effect of their actions to their own juris- 
dictions. 

The issues to be faced are not easily defined for 
a number of influences are to be found which will often 
work in different directions. Often decisions to be 
taken will involve fundamental issues of a social, polit- 
ical, economic and even of a moral nature, and the alter- 
native goals may be many, varied, and perhaps conflicting. 
Not only must we deal with the problem of divided in- 
fluence as between the two levels of government but there 
is an additional and growing constraint which is imposed 
at all levels by the growing inflexibility as public 
demand takes an even greater share of the Gross National 
Product. This has serious implications for priority 
judgements as vested rights of established programmes 
and interest groups enter into the calculations. 

Political factors also play a role. For until 
and unless the nature and aims of fiscal policy are more 
widely understood and appreciated by the public, the 
ability and willingness of governments to act in a posi- 
tive and objective manner often is going to be seriously 
inhibited. 

Technical questions provide their own problems for 
although substantial advances have been made economic 
forecasting still remains more an art than a science. 


Many important decisions rest on informed intuition with 
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serious lags between the recognition of the situation 
and the appropriate measures to deal with it. 

But there would be little purpose in ignoring the 
use of fiscal policy because it is not all that we would 
wish it to be. Nor is it reasonable to neglect the 
difficulties which now stand in the way of its effective 
use and which are growing constantly more complex under 
the regime of divided authority which seems progressively 
more a factor with which governments must contend. 

While the concepts of counter-cyclical policy have 
been widely recognized in Canada, the practical recogni-~ 
tion has been largely at the federal level. Although 
federal policies have been on occasion hesitant and some- 
times even misdirected, there has at least been an ac- 
ceptance by most post-war federal finance ministers of 
the purpose of fiscal influence. It is not that provin- 
cial ministers and officials have been less capable of 
accepting new ideas, but rather that the feeling of a 
positive relationship, responsibility and capacity has 
apparently been more remote. Provinces have not, ex- 
cept in a few instances, acknowledged a place for them- 
selves in fiscal activity and have limited their efforts 
largely to the financial demands of their growing ex- 
penditure programmes, 

There are a number of reasons for this but an 


important influence has been related to the view that 


eye 


provincial powers were not adjusted to such fiscal inter- 
ventions and that there was thus no direct provincial 
responsibility. Since 1941 most major provincially con- 
trolled taxes have not been commonly accepted as adapt- 
able to fiscal policy changes and, in any event, there 
are serious problems of leakage - of containing the 
effects of such policies within their own political 
areas. The absence of influence over monetary policy 
and the banking system has also contributed to the ab- 
sence of active provincial involvement. All things con- 
sidered it can hardly be considered surprising that 
neither interest nor eapacity in fiscal policy has often 
been evident at the provincial level in the past. 

Whether or not the provincial/municipal sector has 
acted perversely in relation to central fiscal policy 
has been a frequently debated question. Undoubtedly it 
did in the depression. But if we limit our consideration 
to the post-war period, there seems to be reasonable 
evidence to indicate that over that veriod its activities 
have been largely neutral. On some occasions actions may 
have been perverse, in others complementary, but in the 
great majority of cases fiscal effects seem to have been 
incidental to the prime expenditure demands. 

In earlier years of the war and post-war period 
the influence of provinces and municipalities through 


their expenditures was not as vital. But increasingly 
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their expenditures have grown until they together now 
exceed those of the Government of Canada in total. Even 
though on the revenue side their influence has been 
limited, the expenditure side of fiscal policy gives 
them an important interest. And if the provinces uti- 
lize a greater share of the income tax in the future the 
importance of their involvement on some workable basis 
becomes increasingly evident. As we have emphasized, 
fiscal policy has tended to be regarded as more or less 
the exclusive presence of the national government. 
Inter-relationshinps have existed, of course, but they 
have not been well defined, It will not be enough to 
leave the entire responsibility on the federal govern- 
ment if it is left with a substantially reduced influ- 
ence in the fiscally effective tax areas. Failing the 
development of some better alternatives than we now have, 
a weakening of effective federal control will leave us 
with nothing to put in its place. 

There are a number of other factors which are 
important to the development of coherent fiscal policies. 
The effect of the rigidities of an extensive system of 
joint programme, the heavy and increasing interest of 
the provinces and municipalities in the capital markets, 
federal responsibilities for equalization and stabiliza- 
tion of provincial revenues, all these are factors in the 


federal-provincial fiscal equation. 
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On the other hand, in the field of economic policy 
the responsibility is more broadly shared. The methods 
directed at growth are often more directly in line with 
the powers available to all levels of government. 

While the methods available are more adaptable to 
regional and local needs than are those of fiscal policy, 
there is in this fact a hazard which should not be dis- 
regarded. This lies in the increasing evidence of inter- 
provincial competition for industrial growth. While no 
doubt a great deal of this is valuable and justified, 
there is a growing measure of concern lest uneconomic 
measures should result in disorganized development con- 
trary to the best interests of Canada's economic growth. 
The need for interprovincial co-ordination is clear. 

The need for federal leadership may be even more impor- 
tant. 

Federal influence for economic growth can operate 
through a number of measures, tariffs and trade agree~ 
ments, taxes, subsidies, employment and labour policies, 
capital investment and so on. Provinces and municipal- 
ities have a narrower scope but nevertheless their 
capacity for influence is substantial. There are the 
powers of special tax. advantages, natural resource con- 
cessions, purchasing and contract preferences. Highway 
development, industrial promotions and special area 


development programmes also contribute. The main diffi- 
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culty in all these is that they may be used (and this can 
be true of federal activities) to supoort situations 
which not only are of questionable economic value in 
themselves but are not co-ordinated with any overall 

plan for economic development. 

Regional growth is becoming an increasingly impor- 
tant element of concern but it seems unlikely that it 
will be achieved by unco-ordinated local effort. There 
are a number of signs of an increasing awareness of the 
need for a better balanced approach to economic growth 
and redevelopment, illustrated by the recently announced 
plans for a new federal department with this resvonsi- 
bility. Various federal-vrovincial schemes such as 
A.R.D.A., F.R.E.D., the Atlantic Development Fund, the 
Cape Breton experiment, all point ways in which change 
for the better can be effected. The Economic Council 
of Canada is showing active interest in a rational ap-~ 
proach to the problem. Only through planned co-ordina-~ 
tion of all agencies, federal, provincial and municipal 


are we likely to achieve any progress. 


Structure and Activity 


The conduct of government in a federation increas- 
ingly involves a varied flow of intergovernmental rela- 
tionships. To meet this a complex structure has grown 
in size but not always in the form best adapted to its 


purposes. 
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The machinery of the liaison vrocess in Canada is 
of wide variety running through formal ministerial insti- 
tutions to the informal processes of daily administration. 
Reference to the inventory of some one hundred and seventy 
such units in the appendix gives a good idea of the devel- 
oping situation. 

For convenience we have applied Gallant's system of 
classification as used in his analysis, "The Machinery of 
Federal-Provincial Relations," published in Canadian 
Public Administration in December 1965. The various items 
of the machinery may be divided into five main heads: 


1) Federal-provincial committees, often in the 
form of conferences, which meet both minis- 
terially and officially to discuss matters 
of mutual interest. Some issues are of a 
broad policy nature, others tend to be more 
of a narrower programmatic interest. Such 
meetings take different forms and have dif- 
ferent bases of existence but provide the 
more formal part of the structure of our 
intergovernmental relationships. They are 
generally convened and supported by the 
Government of Canada as the central figure. 


2) Interprovincial committees, which are some- 
times concerned with matters of purely 
regional concern nevertheless on many 
occasions cover subjects where a national 
interest involves the central government, 
even though technically only as an observer. 


3) Advisory councils, which act in support of 
ministers, usually at the federal level 
and which in some cases are vehicles of 
federal-pvrovincial consultation. 


4) Quasi-independent associations which will 
generally be made up of ministers and/or 
officials as private members. They tend 
to act in support capacity in areas of 
special interests. 
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5) Other organizations such as regional com- 
mittees and non-governmental organizations 
which have a preponderance of government 
members. The influence of the latter is 
often more incidental than direct. 

Conferences and pani Eeeae are not the only organized 
methods of intergovernmental exchange. There is a growing 
acceptance by federal departments of the usefulness of 
regional offices in maintaining effective administrative 
relationships with provincial authorities. As the extent 
of such regional authority is increased this approach will 
assume greater importance. On the provincial side, 
Alberta and Quebec maintain permanent offices in Ottawa, 
although the authority granted to them appears quite 
limited. 

Formal processes attract the most attention but in 
practical terms the most effective results have often 
come from informal aministrative contacts, those of daily 
business. The extent of this depends in good measure on 
the community of interest and the personal relationships 
which have become established over time, 

Reference to the inventory suggests that our problem 
is less in quantity than in effective use. In it the 
various areas have been listed under appropriate divisions 
and subdivided by the specific interests involved. There 
are nine of these different areas and while all have at 
least some interest for us, that which is plainly of our 


main concern in a study of fiseal and economic liaison is 
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the first - "1, Central Government Activity." 

We have divided this area into a number of parts 
each of some special significance to our interest. 

A, General Government: = includes those bodies which are 
concerned with the development of broad public policies. 
Its most prestigious reflection is in the Federal-Provin- 
cial Plenary Conference whose interests clearly encompass 
the total field of intergovernmental policy. Under this 
heading we also include interprovincial conference of 
premiers whether on an interprovincial or a regional 
basis. 

B, Financial and Economic Matters: - this is an area of 
intergovernmental interest which until recently has re- 
ceived inadequate attention at the ministerial level. 
While attempts had been made from time to time to develop 
some policy institutions here, only since 1964 with the 
successful formation of the Tax Structure Committee and 
the renewal of the finance ministers’ meetings on a 
regular basis have there been any notable developments. 
The attempts to develop budgetary and fiscal co-ordination 
at these regular meetings of the finance ministers holds 
great hope for progress in this area, 

The most effective agency has been the group of 
officials which was formed in 1956, the Federal-Provincial 
Continuing Committee on Fiscal and Economic Matters. This 
has been the working arm of both the Tax Structure Com- 


mittee and the committee of the finance ministers. 


- 216- 


C. Financial Institutions Regulation: - this is an ex~ 


tended area of intergovernmental interest covering a 
number of areas related to the control of financial and 
credit institutions. Substantial liaison has been car- 
ried on in certain aspects, as in life insurance, for a 
number of years. While its work is at a relatively 
embryonic stage, it has broken some new ground and holds 
promise for some interesting developments in areas of 
overlapping federal-provincial interests. 

The other categories of activity cover a wide area 
of programme interests. Some are concerned with economic 
development, others have strong, if indirect, fiscal 
implications. The organizations vary with the fields 
but it is interesting to note the influence of technical 
interests in developing some effective process of co- 


ordination in several instances, 


Assessment and Change 


The assessment which forms an essential part of 
this study is in substantial part the product of a large 
number of interviews with ministers and officials 
throughout Canada. It cannot claim to represent offi- 
cial government opinion, federal or provincial, but we 
believe it does give a reasonable cross-section of the 
ideas of many people in positions of influence and 


authority. 
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Intergovernmental relationships have always been 
open to improvement in Canada but never more than in 
recent years as the problems of adjustment of interests 
have become more difficult. What we do find today is 
an increasing understanding of the fact that the form 
of the machinery itself is secondary to the acceptance 
of the obligations involved in reconciliations and ad- 
justments. These problems of adjusting principles to 
practice are fundamental to achieving the kind of 
country we want, once we can agree what that is. While 
in some respects we have had to generalize from a fair- 
ly limited cross-section of opinion, we believe that the 
nature of the body of people from which our information 
was obtained gives a good deal of weight to the results. 

Some g eneral observations are worth noting before 
we examine details. First, the need for improved liai- 
son is widely accepted; secondly, provincial people on 
the whole are less satisfied with liaison arrangements 
which exist than are the federal, probably because they 
have had a smaller part in the development of the sys- 
tem. Thirdly, technical or specialized areas are more 
amenable to harmonious co-ordination than policy areas 
- i.e. the particular is usually easier to resolve than 
the generals; fourthly, personal understanding, minis- 
terial and official, is an important element. 


Opportunities for consultation are not lacking but 
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they do not always result in effective communication. 
Part of the problem is inherent in any political system 
where a contest for power between units of government 
often involving opposing political parties, is con- 
cerned. Differences may be eased, they are never likely 
to be completely eliminated. 

Where there has been a long established relation~ 
ship we generally find that workable arrangements for 
co-operation have been developed. It is in the newer 
areas of joint interest or where there have been changes 
in old policies that the important misunderstandings 
occur. Many of these relationships have been based on 
conditional grants and a good deal of concern was ex- 
pressed as to the prospects for effective consultation 
if financial relationships were ended with the winding 
up of many federal shared-cost programmes, 

The great problem we have to resolve is that of 
making the machinery of consultation capable of producing 
actual communication. There is a belief, particularly in 
provincial circles, that in all too many cases such com- 
munication is a facade and concerned mainly with problems 
where the issues have already been decided and which one 
side, usually the provincial, often has had little actual 
involvement, Admittedly there is a good deal of energy 
devoted to converting minor irritations at procedural 


shortcomings into such questions of principle, but the 
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facts support at least some of the provincial concern. 

The fields where these complaints were most fre- 
quently heard were in new areas and those where impor~ 
tant changes in policies were proposed. Industrial 
promotion and development, technical education and man- 
power training, and medicare are all cases in point. 

In established areas such as the national health grants 
and in welfare, complaints of this kind were much less 
frequent. 

What must be recognized is that if consultation 
is to have results certain inhibitions both toward the 
sharing of responsibility and the acceptance of new 
ideas will have to be overcome. Unless governments 
are prepared to discuss their mutual problems and pol- 
icies frankly and without undue concern for tactical 
advantage, the conclusions are not likely to be satis- 
factory. Admittedly the procedure will cause some dif- 
ficulties, particularly where the exchange of informa- 
tion must precede Parliament or the legislatures being 
informed of proposals which may reflect public policies. 
However, the objection should not be too difficult to 
meet in practical terms, if the will is there. 

We earlier classified the main areas of consulta- 
tion and now propose to refer briefly to some of the 
characteristics and purposes of the different forms, 


The central elements are, of course, the federal- 
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provincial conferences and committees, They assume a 
number of forms from the purely ministerial to the purely 
administrative, Hach can serve its own purpose and it 
is idle to try to judge one as against the other in ab- 
stract terms. The federal-provincial relationship is a 
complex political-administrative structure in which the 
first ministers have the prime position but where many 
varied forms of relationships go to make up the effec- 
tive operation. 

Interprovincial, as distinct from federal-provin- 
cial conferences have not, at least so far, assumed 
great significance in Canadian affairs although they 
have had some influence in certain technical areas, In 
fact, at times it has become difficult to distinguish 
them from the broader form as the Government of Canada 
even though represented only as an observer or in an 
unofficial capacity has often assumed a position of 
some influence. While Quebee and to some extent Ontario 
seem disposed to favour an extension of the interprovin- 
cial relationship, there is a good deal of doubt in some 
provincial, as well as federal, circles as to the wisdom 
of this, insofar as broader fields of policy which touch 
on the national interest are concerned. The state of 
uncertainty that prevails with respect to interprovin-= 
cial activity is exemplified by the fact that some re- 


gard it as a move to compensate for a lack of federal 
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leadership, others look upon it as a means of protecting 
provincial interests against federal domination while 
still others find it a device of influence properly ap- 
plied only in matters of purely regional or local inter- 
est. 

Advisory councils have been employed as an inci- 
dental means of co-ordinating governmental activities 
in several specialized areas. Where they include pro- 
vincial officials acting in an advisory capacity to fed- 
eral ministers as some do, they undoubtedly involve 
possible conflicts of interest which many participants 
seem able to resolve. Others find such resolution ex- 
tremely impracticable and insupportable. Where there 
are non-government members there may be a serious re~ 
straint of free discussion and a restriction of the 
resolution of problems which are not fully compensated 
for by the value of outside and perhaps more objective 
advice. On the whole, while advisory councils may have 
considerable value in the development of policies with- 
in governments, especially where there is a strong pro- 
fessional interest, as a vehicle of intergovernmental 
co-operation, their use is of questionable wisdom. 

Associations which are independent in form but 
actually are closely related to government interests 
have come to play some part in certain special areas 


where like interests among ministers or officials of 
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different jurisdictions are found. Perhaps the most 
highly developed manifestation of this approach is the 
Canadian Council of Resource Ministers. This body is 
concerned with the study of matters in the field of re- 
newable natural resources. While it is a body complete 
with its own secretariat, it is ministerially repre- 
sentative of all eleven governments and is supported by 
their contributions. There seems to be some confusion 
as to the proper locus of responsibility for policy 
direction and as a result its ultimate place in the 
liaison scheme has not yet been clearly defined. While 
it dces provide an interesting example of a different 
approach to intergovernmental liaison in a broad if 
somewhat technical area of interest, its wider applica- 
tion should not be hastily embarked upon. 

Indevendent associations with a substantial mem- 
bership of government officials from all levels have in 
the past had important influences on the improvement of 
intergovernmental communication. Probably the out- 
standing examples are the Canadian Education Association 
and the Institute of Public Administration of Canada. 
Their influence in this respect will likely be less 
important as more formal means of co-ordination are 
developed. 

A great deal of effective consultation has been 


carried on through informal channels in the course of 
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daily business and through bilateral discussions. While 
these informal relationships probably form the real bulk 
of intergovernmental communications, they are usually 
administrative in nature and tend to be completely un- 
structured. While they cannot be considered as part of 
the formal machinery of intergovernmental relationship, 
their contribution to successful liaison has been con-= 
siderable. 

There remains ample opportunity for greater setae 
ity through such means of co-operation as the provision 
of special consultative services by federal departments 
and through the exchange of specialized staff. These 
approaches would appear to have the greatest interest 
for the smaller provinces. 

Insofar as our particular interest in fiscal and 
economic matters is concerned, there are two particular 
liaison bodies which merit some special attention. By 
custom and the overriding influences of the financial 
factors, broad federal provincial policy matters have 
traditionally been the concern of the finance ministers 
and officials whether federal or provincial. A special 
interest is held here by the re-established committee 
of ministers of finance and provincial treasurers and 
the Federal-Provincial Continuing Committee on Fiscal 
and Economic Matters. 


Many important aspects of fiscal and economic 
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liaison interest these two committees and their success- 
ful operation in close association is central to effec- 
tive co-ordination. This interest must extend somewhat 
beyond purely fiscal and economic matters into programme 
areas in which important influences exist in a secondary 
aspect. 

As the questions of intergovernmental liaison be- 
come more complex and concerned with fundamental public 
policies, there is an increasing evidence of greater 
attention to the need of improved communication and co~ 
ordination. This will not only require the use of 
support groups at the official level but brings forward 
the question of the full-time secretariat to service the 
intergovernmental structure, The concept of such a body 
is not new but it is being pushed to the fore by some 
provinces encouraged and supported by events and the 
growing demands on the consultative process. These 
demands may be becoming too large and too complex for 
informal measures and the idea of a permanent group, 
however constituted, is favoured by some on the grounds 
of efficiency, continuity and objectivity. It is op~ 
posed by others on the grounds of unnecessary cost and 
a concern lest another body be established which is not 
responsible to the legislative branch. The status of 
such a group within the federal system and its ability 


to operate satisfactorily under the political pressures 
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of eleven different governments has been raised. 

Ontario and Quebee on the whole appear to be more 
favourably inclined to a permanently established secre- 
tariat. Other provinces, while not necessarily opposed, 
have been less positive in their attitudes. In the end 
the decision seems to rest upnon the question of whether 
it would be possible to operate a highly sophisticated 
intergovernmental organization in the informal manner 
of the past. 

While not strictly a matter of intergovernmental 
relationships, there is a growing acknowledgement of the 
need for improvement in the internal organization of 
governments if the liaison process is to be successfully 
managed. Many informed people believe that quite a bit 
of our intergovernmental difficulties follow from the 
lack of adequate internal organization. Governments 
which cannot co-ordinate their own activities are not 
likely to be successful in co-ordinating them with those 
of others. Some governments, notably Quebec and Ontario, 
have taken steps to deal with this. Others, including 
the Government of Canada, appear to have plans in hand. 
Requirements will vary from government to government, 
but regardless of the method used, improved communication 
within government is a prerequisite to improved co-oper~ 


ation between them, 
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Public Finance Practices 


While many of the problems of effective fiscal and 
economic liaison are matters of form and attitude, there 
are other more specific matters of what we might term 
practices or procedures which bear examination. 

There are three main areas with which we are con= 
cerned: 


(a) accounting practices and public finance 
statistics. 


(b) budgetary practices. 

(c) capital market procedures. 

Our concern is not with detailed technical improve- 
ments but with an overall view to see in what form and 
direction improvements in the sub-structure of information 
collection and procedural activity should be approached. 


(a) Accounting practices and public finance 
statistics: 


Attitudes toward accounting are changing and ex- 
panding with great-rapidity as we get further in- 
to the electronic era and capabilities increase. 
More and more is demanded of the process as it 
becomes an essential instrument of policy-making. 
There are some important barriers to progress, 
however. Problems of standard nomenclature and 
procedure must be solved if the co-ordination 

of approaches to fiscal and economic questions 


is to be successfully carried on. Accounting 


ere 


is no longer merely a means of financial control. 
In its newer and more advanced concepts it mst 
contribute to a wide range of uses and in this 
the demands made upon it become increasingly 
complex and sophisticated, 

Similar problems are encountered in the field 
of public finance statistics. While much has been 
done to improve the situation in the past few 
years by the Dominion Bureau of Statistics, there 
remains a great deal more which must be accom- 
plished if effective analysis for fiscal and eco- 
nomic purposes is to become more readily avail- 
able. The demands for increased resources for 
this purpose at federal, provincial and municipal 
levels will be substantial. 

(b) Budgetary practices: 

The budget is the medium for the reflection of 
most government fiscal policies and many economic 
policies as well. In Canada, it has traditionally 
served primarily as an instrument of financial 
accountability. It is only in the last twenty 
years or so that its status as a fiscal and eco-= 
nomic policy document has been generally accepted. 

It is to be expected that provinces would 
have less concern for the budgets in this sense. 


In most cases they have considered them only as 
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a medium for the outline of the year's financial 
programme, Even with their increased role in 
the financial scheme of the Canadian federation, 
they have shown only limited interest in the 
budget as an instrument of fiscal policy. 

This development of the budget in the modern 
federal state involves the acceptance by all juris- 
dictions concerned of the measure of their respon- 
sibility. It involves also procedural problems in 
the co-ordination of budgetary processes in the 
total and individual interests, 

Budgetary procedures differ substantially be- 
tween the federal and provincial governments and 
even to some extent between the vrovinces. It is 
not likely that such differences will ever be 
eliminated completely but it should be possible 
by co-operative methods to bridge some of the more 
inconvenient gaps. It will not be easy for the 
budget as well as being a fiscal instrument is an 
important political one and a number of influences 
will always come into play when we try to make it 
a vehicle of intergovernmental adjustment. Prob- 
lems of secrecy are paramount and involve many of 
the traditional questions of both parliamentary 
rights and political advantage. Social and eco- 


nomic objectives will often differ and make recon- 
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ciliation between different governments diffi- 
cult indeed. Even the procedural requirements 
of the timing of budget presentations will not 
be easily accomplished in the light of different 
legislative patterns, 

Budgets are not quickly developed. The 
requirements for co-ordination will extend far 
back from the actual date of presentation and, 
as we have noted, will involve important ques- 
tions of nomenclature and treatment. It is, in 
fact, likely that many important matters of 
intergovernmental adjustment will remain un 
resolved and we will be faced with problems of 
post-facto adjustment, which can be dealt with 
by special legislative action or through exec- 
utive adjustment, where delay cannot be con-= 
sidered acceptable, 

(c) Capital market procedures: 

Reliance on monetary policy, the growing demands 
of provinces and municipalities and problems of 
foreign exchange have in recent years placed 
heavy emphasis on the rationalization of both 
domestic and U.S, capital markets for Canadian 
government securities. 

Attempts to bring some sort of formal order 


into the activities of the various jurisdictions 
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have not been successful in the past. There are 
no doubt a number of reasons for this but the 
principal one would appear to be the unwilling- 
ness on the part of most provinces to accept 

any outside control over their borrowing activ~- 
ities, In fact, the federal government has not 
pressed the issue in recent years, nor has its 
fiscal arm the Bank of Canada, perhaps because 
the political implications are too clearly evi-~ 
dent. 

While no formal means have been developed 
informal efforts, particularly through a fairly 
closely-knit investment industry, have generally 
kept the situation with respect to market activ- 
ities more or less in hand. Direct conflicts 
of timing among government borrowers on the 
market have been infrequent. There has been 
some voluntary co-operation between governments 
and in times of financial stress the moral suasion 
of the Bank of Canada and the Department of 
Finance of Canada has proved effective. 

But these influences have been limited to 
timing and little, if any, progress has been made 
with respect to the control of the volume of 
public borrowing. Even in the limited area the 


voluntary system is unplanned and can be unre- 
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liable when most needed. Thus while there seems 
little prospect of formal acceptance of any con-= 
trols of the amounts borrowed, along the lines 
of the Australian Loan Council, there is some 
weight of opinion, especially among the smaller 
borrowers who often feel handicapped in relation 
to the activities of the larger, in favour of 
some extension of control, at least with respect 
to timing. A capital issues committee has been 
suggested to regulate market activities of pub- 
lic borrowers on the basis of a "gentlemen's 
agreement", But even this does not receive any 
wide support. There is active opposition to 

the idea, especially in the investment industry, 
on the grounds that it would tend to weaken and 
perhaps destroy the discipline of the market~ 
Place and perhaps bring political forces into 
play. 

Failing any such voluntary approach, some 
of the benefits might be achieved through a more 
extensive information network. This could be 
operated by some central agency such as the Bank 
of Canada, the Federal Department of Finance, 
the Continuing Committee or some future inter- 
governmental secretariat. With a growing appre- 


ciation of the importance of fiscal and economic 
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policies at all levels of government, the wider 
availability of information could be a contrib- 


uting factor to a better financial order. 


Experience in Other Federations 

Federalism in its various forms has been a widely 
used method of response to the desire for regional iden- 
tity within a total national unity. Most federal states 
owe something to the experience of others before them. 
There are, however, many hazards in the process of adap- 
tation, for the circumstances are often so basically 
different that superficial assumptions can often lead to 
unsupportable conclusions. 

We have examined the liaison process in a number of 
other federations. Much can be learned in a general way 
from their experience but there are so many important 
differences in conditions and attitudes to be considered 
that we have found that direct comparisons have not often 
been particularly useful. Consideration of the facts led 
us to conclude that a detailed examination of the liaison 
arrangements in the United States, Australia and India 
would have the most value for our purpose. The full text 


of the report is included as an appendix. 


The United States of America 
While there are many obvious similarities in the 


problems with which the federations of the United States 
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and Canada have had to contend, there are two particular 
differences among the several which attract our atten- 
tion. First, there is the greater number and the conse- 
quently reduced power of individual states. Second, 
there is in contrast to the situation in Quebec, no 
great cultural or ethnic concentration which has attached 
to it strong elements of political power. For a number 
of reasons the course of constitutional development in 
the United States has resulted in an originally decen- 
tralized form becoming effectively centralized in many 
important respects. In Canada, on the contrary, events 
have led us from a strongly centralized federation to 
one where the regional power has been increasingly em 
phasized in recent years, 

While there is a long and effective history of 
administrative co-operation between the federal and state 
governments, there has been limited interest until quite 
recent times in any institutions of federal-state co- 
operation. For a number of years the main efforts were 
directed to inter-state adjustments. This interest was 
reflected institutionally in two organizations in par- 
ticular, the Council of State Governments and the Gover- 
nors' Conferences. The first was formed in the 1920's 
with the basic purpose of assisting in the improvement 
of state administration and in aiding the development 


of federal-state relationships. It is, however, purely 
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a state-related body without federal representation. 
Particularly through its permanent organization it has 
gradually grown in effectiveness and influence and has 
contributed in a number of areas to sectional and pro- 
grammatic co-operation. It does not seem, however, to 
have had any noticeable impact on the development of 
the form or direction of American federalism. 

The Governors! Conferences commenced in 1908, 

This is essentially a political body. Nor in this case 
is there evidence of any great influence on the broad 
direction of the development of the governmental form 

in the United States. It has served some useful pur- 
poses as a forum for the exchange of ideas and ambitions 
although the value of this over the long run could be 
over-emphasized. 

We do not find in the United States anything that 
corresponds to the federal-provincial plenary conferences. 
Most federal-state relations, and they are common, tend 
to be programme related. The political aspects of liai- 
son are more generally dealt with at the executive level 
without involving formal government processes of nego= 
tiation or within the federal structure through the 
Senate. In one area, however, there has been a substan- 
tial development beyond anything that we have done in 
Canada. The sub-committees of the House of Revresenta- 


tives and the Senate have provided an increasingly effec- 
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tive forum for the examination of federal-state problems. 
These congressional committees had a particular influ- 
ence in the examination of the report of the President's 
Commission on Intergovernmental Relations which was pub- 
lished in 1955. This was the first comprehensive study 
of United States federalism and it made strong recommen- 
dations for the improvement of federal-state liaison 
machinery. 

Perhaps the most concrete result of the report was 
in the creation in 1959 of the Advisory Commission on 
Intergovernmental Relations. While a legal creation of 
the United States Government and responsible to it, it 
is representative of a wide spectrum of American public 
life. Its main purpose is the examination and consider- 
ation of all matters related to the effective functioning 
of the federal form of government. Its influence has not 
been particularly great in a direct sense, but through 
the excellence of the research work of a limited profes- 
sional staff and the support of some congressmen it is 
beginning to be a force. Indications are that its role 
will become more clearly defined and appreciated as its 
aims and accomplishments become better known to its 


political masters and the informed public. 


The Commonwealth of Australia 
One would expect to find a good deal of useful 


background in the Australian experience, for Canada and 


tA Gaon 


Australia share many common characteristics of size and 
of political institutions. In that country, too, the 
fiscal problems of the federation have dominated polit- 
ical activity, although there has not been added to them 
the problems of cultural and linguistic diversity. 

Over time the fiscal vower in Australia has moved 
progressively toward the centre. This trend has been 
unmodified by any important social or cultural region- 
alism and there does not appear to have developed any 
strong consistent opposition to it although some state 
representatives have not always accepted a secondary 
role quietly. 

The development of intergovernmental liaison has 
gone through several stages since the Commonwealth was 
formed in 1901. At first the main emphasis was on the 
continuation of inter-staté co-overation that developed 
from the pre-union intercolonial conferences. But as 
the problems of central fiscal control assumed a more 
important part, the Commonwealth Government became an 
increasing force at the intergovernmental conferences, 
This influence has been reflected in a continuing growth 
of the central power, 

Three particular institutions have played the 
major roles in these intergovernmental fiscal develop- 
ments; the Conference of Commonwealth and State Minis- 


ters, the Australian Loan Council and the Commonwealth 
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Grants Commission. 

The Conference of Commonwealth and State Minis- 
ters, or as it is known, the Premiers' Conference, has 
gradually developed into the central policy co-ordinating 
body in financial and economic areas. While it is a 
distinct organization from the Loan Council, it has mem- 
bership and interests in common and now meets on the 
same occasions. There are a number of similarities be- 
tween the Premiers' Conferences and our own federal= 
provincial meetings of first ministers. The general 
purposes are often similar. The Premiers' Conference 
while having a continuing existence with regular annual 
meetings, is informally organized and as in our own 
case, lacks the services of any permanent staff. These 
functions are performed by the Commonwealth Prime Min- 
ister's office. 

Probably the most widely discussed intergovern~ 
mental institution in Australia is the Australian Loan 
Council. Three main problems exist with respect to. 
public borrowing in a federation: first, there is that 
of determining the total amount of funds which can or 
should be borrowed; second, there is the problem of 
deciding how such funds would be distributed among the 
various units; and third, there is the question of what 
purposes should have priority. 


The decision to control future borrowings was part 
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of the decision to centralize the public debt in Australia. 
This was first accomplished by a voluntary arrangement 
among the treasurers of the various governments, but in 
1927 it was formalized under increasing market pressures 
by the Financial Agreements Act of 1927. The Loan Council 
has two essential functions: 

(1) to determine the amount to be borrowed, 


(ii) to apportion that amount between the 
various governments. 


While the Commonwealth Government is in a minority 
position on the Council, it does have a predominant posi- 
tion. In the first place, as it has two votes and a 
casting vote, it can control with the support of only 
two of the states. It has usually had much the greatest 
technical knowledge and has in its support the influence 
of the central bank and thus is in a position to set the 
extent of public borrowing, The matter of distribution 
of funds raised is more complex for it must be based on 
unanimous agreement. If this cannot be obtained, the 
Commonwealth is entitled to one-fifth of total borrowings 
(defence borrowings are not part of the Council's con- 
cern) while each state has that proportion of the total 
that its net loan expenditures bore to those of all the 
states in the last five years, 

This distribution formula is rigid and some con= 
sider it to be unrealistic and even uneconomic and waste- 


ful. It has never been applied but seems to serve a 
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useful purpose as a back-stop in case of irreconcilable 
disagreement. The life of the Loan Council has not 
always been an peenenions one but the fact of effective 
federal control and the willingness and ability of the 
Commonwealth Government to supplement available market 
moneys from its own tax resources has done much to pro=- 
mote a continuing existence and to confirm the Common- 
wealth's control. It has nevertheless some solid ac~ 
complishments to its credit. It has made available to 
the states funds which would not likely have otherwise 
been available at acceptable interest rates. It has 
exercised some measure of restraint on the growth of 
public expenditure through its control of total avail- 
able funds. It has not succeeded, however, except under 
emergency conditions, in exercising any effective con- 
trol over the determination of priorities and to some 
extent through removing some of the discipline of the 
market may have contributed to the misallocation of 
scarce resources. 

In an attempt to deal with the ever-present prob- 
lem of financial disparities, the Government of the 
Commonwealth formed the Commonwealth Grants Commission 
in 1933. Many of the problems of regional inequality had 
long been intense and failing remedial measures seemed 
destined to increase. In Australia the idea of regional 


(state) equalization has received longer and more wide- 
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spread acceptance than in either Canada or the U.S.A. 
As a result, Australia has pioneered the development of 
institutional methods and techniaques to deal with this 
problem. There is in fact an extensive history of fi- 
nancial adjustment between the centre and the states 
dating back to the original constitution. The disorder 
of the situation and the continuing and political pres- 
sures became serious and the Commonwealth Grants Com=- 
mission was unilaterally established by the Commonwealth 
Government to meet the situation. 

It should be clearly understood that the Commis- 
sion is not a supra-legislative body, Its findings are 
recommendations only and must be implemented by central 
government action. However, it has developed high pro- 
fessional standards and has been completely free of 
political influence or bias. 

The Commission works on two basic concepts: 


(i) that each state should be able to verform 
public functions at accevtable standards; 


(ii) that a state should be prepared to exert 
reasonable fiscal efforts on its own part. 


Decisions of the Commission are based on extensive 
analysis under pre-determined rules and attempt to relate 
the needs of the poorer or claimant states to standards 
in the wealthier states. On paper the attempts to do so 
are impressive, but in actual fact its part in the fi- 


nancial scheme of things has become increasingly less 
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important as the number of claimant states has been re- 
duced to one (Tasmania) and as tax reimbursement grants 
have become converted into financial transfers with a 
strong political base rather than derivation payments. 
Numerous suggestions have been advanced for an 

extension of the Commission's responsibilities but it is 
questionable how effective these could be under the po- 
litical pressures that arise, If a larger and more 
penetrating role is to be assumed, numerous changes in 
technique and a greater attention to the development of 
basic federal concepts are usually considered to be 


essential. 


India 

Aside from the fact that India also operates as a 
federal state under the parltamentary system in a large 
country, there is little that would lead us to expect 
any useful avplication of Indian experience to the Cana~ 
dian situation. However, there have been some inter-= 
esting experiments in institutions and methods of fiscal 
Prone cone co-ordination which we examined and taken 
in context and not too literally they may have value for 
us. Perhaps the lesson is that the more complex insti-~ 
tutions of intergovernmental relations work more readily 
in countries where strong central authority is accepted. 

As might be expected in an underdeveloped country, 


there has been a strong trend toward central domination, 
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based to a considerable extent on the predominating in- 
fluence of the Congress Party, both nationally and 
locally. Economic planning, with noticeable socialistic 
implications has been an important element in the efforts 
to improve the economic lot of a people who, in our terms, 
are lamentably poor. 

All these problems, combined with serious regional 
disparities, have called for ingenious approaches to the 
co-ordination of national and regional interests. India 
has tackled the problem both institutionally through the 
development of formal vehicles of co-operation and prag- 
matically through the political process. It is in the 
formal institutions that our interest lies. 

There are four main institutions with which we are 
concerned: the Finance Commission, the Planning Commis- 
sion, the National Development Council, and the Zonal 
Councils. All these have similar purposes of economic 
and fiscal adjustment but they differ substantially in 
their form and the method of operation. 

The Finance Commission is the princival institution 
of fiscal adjustment. It was provided for in the con- 
stitution and was presumably intended to be the instru-~ 
ment for correcting state disparities. While it remains 
as an imoortant influence, its vosition has been some= 
what weakened by political forces by its rivalry with 


the Planning Commission and by its own structural defects. 
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Under the constitution the Finance Commission is 
established every five years. It is a non-continuing 
body appointed by the central government and disbands 
on each occasion after making its revort. It is non- 
political with five members of wide and vertinent ex~ 
perience in the matters that must come before it. These 
include such important questions as the distribution of 
taxes between the centre and the states, the principles 
governing grant-in-aid to the states and any other 
matters which are related to the financial needs of the 
states as compared to those of the federation. While 
strictly speaking its powers cover both sides of the 
accounts, it has limited its efforts to dealing with 
the problem only through the revenue side. Rut in de- 
veloping its solutions it has acted through a wide and 
often difficult spectrum including such matters as 
budgetary needs, tax efforts, economy of expenditure, 
standards of social services, special obligations and 
national influences. Its ambitions have sometimes run 
ahead of its technical resources and capacities. 

Its purpose is to determine the financial needs 
of each state in the areas of normal expenditure needs. 
It has not been successful in attempts to deal with the 
special influences of the economic development plans 
which are the preserve of the Planning Commission. In 


this it is handicapped to a serious extent by the avail- 
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ability of working data, It is further constrained by 
its own non-continuous nature and by the lack of any 
effective technical staff of its own. As a result, the 
whole approach tends to become somewhat fragmentary and 
while the various commissions have followed a reasonably 
consistent path, they have lacked basic ground rules and 
a philosophy of equalization which was so typical of the 
Australian approach. While the various Finance Commis- 
sions so far have had trouble reconciling their role 
with that of the politically powerful Planning Commission, 
the work that has been done has helped in an important 
way to develop increased harmony and reason in a very 
tangled field of union-state relations. 

Planning had a good deal of interest to the Govern- 
ment of India even before independence. In these circum- 
stances we may wonder why no provision was made in the 
constitution for the planning function. The reason may 
be in a desire for flexibility and direct political 
responsibility which would have been more difficult to 
achieve under constitutional rigidities. The need was 
recognized very soon after the constitution was ratified. 
The Planning Commission was established by cabinet 
resolution of the central government with broad terms of 
reference. It was charged with the development of an 
inventory of resources, human as well as capital and 


material. It was required to formulate a plan for their 
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most effective use and to develop priorities and stages 
of development. It was responsible for indicating fac- 
tors which were working against economic growth. It was 
required to develop means for implementation of its 
plans and to appraise the success of their execution, 
and to carry out such ancillary responsibilities as 

were appropriate to its functions. 

The organization of the Planning Commission was 
vague. Neither its size nor the qualification of its 
members was specified. It was from the first a polit~ 
ical body with the Prime Minister as chairman. One of 
its problems from the beginning was the lack of a clear 
distinction in its duties and those of the cabinet it~ 
self. This very early led to the resignation of a min- 
ister of finance, 

Over time there have been some changes in the form 
of the Planning Commission. At last report it was made 
up of fourteen members, seven of whom were ministers 
with one, the Prime Minister, acting as chairman. Seven 
were full-time non-political members. One, as deputy 
chairman, was responsible for the Commission administra- 
tion. 

Unlike the Finance Commission, it is a continuing 
body with a well developed internal organization. It 
operates in six divisions, each in charge of a full-time 


members: natural resources, agriculture and co-operation$ 
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industrial and minerals; social services, education, 
health and scientific research; transport, communications 
and administration; social welfare, labour and employ~= 
ment; and international trade. Thus, while it has broad 
responsibilities in important areas of intergovernmental 
interests, it does not in many respects meet the test of 
an intergovernmental liaison organization. Its work 
vitally affects the states in many areas of their prime 
interests but essentially it is a direct reflection of 
central government authority. This relationship has 
caused difficulties not only with the Finance Commission 
but with state governments as well. In an underdeveloped 
country such a situation may be acceptavle, even neces= 
sary. It is highly questionable if it could be effec- 
tively applied under more sophisticated circumstances. 
The predominating central influence in the Planning 
Commission made some modifying influences inevitable, To 
meet this need, in 1952 the joint union-state National 
Development Council was formed. It consists of the chief 
ministers of the States, the Prime Minister, members of 
the Planning Commission and the central cabinet. The 
objects, of course, are those of stable economic growth 
through consideration of important social and economic 
questions and the making of recommendations for the 
achievements of the objectives of the national plan. 


On paper the National Development Council should 


- 247 - 


be the prime force in the economic development in the 
federation. It has not filled this resvonsibility and 
has too often been diverted by political considerations. 
Like so many organizations without closely defined re- 
sponsibilities, it hast ended to lose itself in gener- 
alities. If the Council is to become the effective 
force it should as state influence increases with the 
reduction in the broad controlling authority of the 
Congress Party, it must develop more distinct funce- 
tional responsibilities and provide a working body to 
undertake them for it. There seems good reason to 
think that if it nad the internal resources of the 
Planning Commission it would be in a much better posi- 
tion to meet the demands for what might reasonably be 
expected from it. 

India is overwhelmed in many respects by its 
regional problems, religious, linguistic, economic. 
The constitution recognized the need for some method 
of adjustment through the provision of inter-state 
councils but these have not been widely used, perhaps 
because of the very intensities of the differences in- 
volved, perhaps because the Zonal Councils made them 
superfluous. But as a result of a growing avpreciation 
of the regional needs a state re-organization commission 
appointed by the Government of India recommended the 


creation of regional bodies. Five Zonal Councils were 


- DUS — 


formed representative of states with some community of 
economic and cultural interests. 

The Zonal Councils are essentially inter-state 
committees but there is federal representation by a 
Union minister to give the necessary cohesion to a body 
of politically appointed state representatives. The 
main purpose is to provide inter-state co-operation 
especially in fields of economic and social policy and 
to provide a forum for the settlement of inter-state 
disputes. So far it has been too loose an organization 
to have had important influence but in principle at 
least the Zonal Councils should provide a path for the 
adjustment of many difficult regional problems which 
the states should be able to settle between themselves. 
There is good reason to hope for some extension of this 
process. 

It should be clear that the Indian experience does 
not offer any packaged deal for smooth federal-provin- 
cial relations in a developed country. What has been 
done has not always worked but at least an attempt has 
been made under difficult conditions to meet the essen- 
tial problems in a manner appropriate to the prevailing 
political circumstances, 

In the field of co-operative fiscal and economic 
institutions the new federations of Africa and Asia have 
leaned heavily on the Australian and the Indian institu- 


tional models. Under new and unsettled conditions and 
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in the face of almost insurmountable problems, the reli- 
ance on formal institutions can be understood. These 
countries seem to have had a greater faith in the value 
of the independent expert than have federations of 


greater economic and political sophistication. 


CONCLUSIONS 


It would be a fundamental error to assume that 
intergovernmental liaison consists merely of a mechanical 
structure of linked functional organizations. Liaison is 
an organic process of extreme complexity, nowhere more 
difficult to synthesize than in the fiscal and economic 
areas where policy issues tend to predominate. 

Too often in our study we have been unable to escape 
the feeling that many difficulties are related to a lack 
of understanding on the part of those responsible of 
what the purposes of governments are. Too often there 
is an absorption in the process at the expense of the 
objective. Conflicts of aims and ambitions, of method 
and approach are inherent in the federal idea, Our vur- 
pose cannot be to eliminate them but rather to see how 
they can be best channelled in a manner most conserving 
of resources and best adjusted to the ultimate end of 
the publie good, In all this, the units of government 
in the federation must decide whether they are partners 


or rivals. Too often has political rivalry obscured 
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administrative partnership. 

Many attitudes toward intergovernmental co-operation, 
particularly in areas where basic interests are involved, 
are coloured and distorted by preconceptions and ideolog- 
ical beliefs. Perhaps even ideological beliefs may be 
adjusted so that many conflicts will be regarded as waste- 
ful and unnecessary. But in the federal climate it is 
unlikely, perhaps even undesirable, that these forces 
will even entirely disappear. The pressures of demand 
in the public sector will always provide fuel for the 
fires of disagreement - that is the path of progress. 
What we mast do through the liaison process is to provide 
the means of adjustment so that the forces of differing 
interests may be used as far as possible in a comple- 
mentary rather than in a conflicting way. We can use- 
fully recall here what John Dafoe once said in the con- 
text of commonwealth relations for it applies with even 
greater force to our own concern? 

"if our interests differ to a point beyond 

the possibility of statemen co-overating 

with one another, the Empire is bound to 

ie up anyway no matter what the machinery 

What then is our purpose here? It is certainly 
not to devise a new society or write a new constitution. 
Our task is a much more limited one. Essentially it is 


to try to provide, within the framework of our present 


system of government, the methods and the institutions 


- 251 - 


which can contribute to more effective and harmonious 
intergovernmental relationships in matters of fiscal 
and economic policy. In this we will never succeed 
completely but it is possible we may weight the odds 
more heavily in favour of a stronger Canadian federa- 
tion. 

In the past, specific solutions applied to par- 
ticular problems have more often than not been our most 
successful approach. It may be that in this lies the 
most practicable answers to many of the questions that 
face us. But practical as the approach is, it will not 
be enough. Fundamental principles must be resolved 
before we can hope to enjoy a larger success. 

One basic condition must be accented if federalism 
is to succeed. The concept of inter-dependence must 
take precedence over that of fndependence. The economic 
and political realities of today have forced upon us the 
necessity of a pragmatic and flexible approach as op- 
posed to distinct and dogmatic answers to our problems. 

In several other federations as well as our own, 
| we have found little evidence of permanent success in 
dividing the powers and the responsibilities of govern= 
ment, central and regional, into isolated compartments. 
The inter-dependence of much that governments in a fed- 
eration do must be recognized. The old idea of fiscal 


responsibility, that he who spends the revenue should 
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raise it, desirable as it may be as moral philosophy, no 
longer can have a major place in our practical applica- 
tions. As a result of the logical process of placing 
the major instruments of fiscal and economic volicy in 
central hands, regional governments became dependent 
upon the central government for an important part of 
their financial resources, some much more than others, 
But increasingly in recent years the central government 
has become more dependent upon regional governments in 
many areas of influence which have important national 
effects. The situation of mutual dependence has seen 
some ingenious methods of adjustment, formal and in- 
formal. Some have met with considerable success, par- 
ticularly where the objectives have been clearly de- 
fined. In the larger areas of policy co-ordination the 
results have been less striking. 

It is not our intention to leave the impression 
that we believe that each level of government no longer 
has a life of its own. Clearly there are many imvortant 
areas where a decisive definition of powers and respon- 
sibilities is an essential element of harmonious feder- 
ation. The larger these areas are the better for all 
concerned providing they are properly defined. Liaison 
processes, as we have continually emphasized, are not 
an end in themselves. Their purpose is to make avail- 
able acceptable solutions where these are not obtain- 


able by more established means. 
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In our examination of the methods used to recon- 
cile opposing forces within various federations, it has 
become only too clear that the success of any system 
depends uvon the successful adjustment within a polit- 
ical framework. No matter how elaborate or how in- 
genious a system of liaison is, in the final analysis 
it is subordinate to the political process. Some other 
federations have attempted to overcome these difficul- 
ties by inventive and imaginative methods and institu- 
tions, but in many respects they have had little more 
success than we in Canada, who have been nervously 
hesitant lest we tread upon the toes of established 
legislative prerogatives. 

But the fact that there are vital political forces 
to contend with does not excuse us from providing the 
structure of co-ordination. While it may bend to the 
pressures of political interests, if properly designed 
and reasonably accepted it can one possible the moder- 
ation of disruptive forces and help us to work toward 
the reconcilation of our differences. 

What the machinery of liaison can do is to provide 
the means for reaching agreement on facts and on the 
assessment of situations in which governments are mtu- 
ally concerned. It can provide a channel of commnica- 
tion so that differing points of view may be better 


understood and appreciated. It cannot provide for joint 
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decision-making nor is it desirable that it should. In 
multiple responsibility there is danger not just that 
the best policy may succumb to compromise, but that no 
policy at all may result. It is to the end of co-oper- 
ation through effective communication and understanding, 
not to the creation of any new centre for decision- 
making, that our proposals for an integrated system of 
intergovernmental liaison in fiscal and economic matters 


are addressed, 
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The institutions and methods of co-operation in a 
federal system are heavily dependent on the federation's 
constitutional form and particularly on the division of 
powers and responsibilities. With a concentration of 
authority in the hands of the central government there 
would be little need for any elaborate machinery of 
intergovernmental relations. On the other hand, if ex- 
tensive decentralization were to be accepted, the prov- 
inces would have limited incentive for liaison with the 
centre, although the federal government would have a 
very real need of provincial co-operation if it were to 
fulfil any national purpose. Special status of one form 
or another would bring with it other problems which need 
not concern us here. 

While flexible enough to meet the requirements of 
most situations, our approach to the problems of liaison 
in fiscal and economic matters is based on what seems to 
us to be a realistic acceptance of the facts as they are 
and as they mist be if we are to preserve the Canadian 
nation in recognizable form. This form, we believe, is 
that of a strong central government working in tandem 
with strong regional governments in the growing place 


of the public sector in today's society. 
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The Co-ordination of Policy 


In our examination of these federal-provincial fis- 
cal and economic relations we have attempted to under~ 
stand why the deficiencies in the most important areas 
of mutual interest have occurred. We believe that the 
answer lies to an important extent in the difficulty of 
adjusting changing pragmatic interests often highly 
political in nature with the basic responsibilities of 
the constitution, sometimes not too clearly defined and 
understood. 

In our liaison proposals we attempt to meet this 
within the present governmental structure but the limits 
are clear. We must acknowledge that the success of the 
approach depends to a great extent upon the willingness 
of the partners to accept the obligations as well as the 
advantages of such operations. 

Under existing conditions the fiscal and economic 
content of the federal-provincial relationship must re- 
main of predominant interest. Obviously the highest 
level of policy responsibility must be involved in mat~ 
ters which so vitally affect all governments as well as 
the state of the total economy. The plenary federal= 
provincial conference has been used for this purpose 
and will continue to have a primary role. But we should 
consider how its part can be re-designed so that it can 


operate to better effect and to this end another institu- 
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tion enters into our basic proposals. This is the com- 
mittee of Ministers of Finance and Provincial Treasurers. 
While distinct in operation and membership the fields of 
responsibility of these two groups are complementary and 
both are fundamental to the development of an effective 
system of intergovernmental relationships, 


A. The Federa]l-Provincial Conference of Prime Ministers 
and Premiers 


While in theory at least a meeting of first min- 
isters, the plenary conference has become a general 
gathering increasingly cumbersome in size. This had 
been dictated in large measure by its concern with a 
number of detailed objectives which have required a 
widely representative group of ministers and advisers 
from the various governments. It is likely that over 
two hundred ministers and officials were present at the 
last plenary conference, 

A conference of this size, regardless of the fact 
that there are few active participants, is not a good 
medium for free discussion of basic issues. Further, 
its size raises important questions of the ability to 
maintain the confidential nature of the proceedings 
where this is desirable. We found a strong body of 
opinion in favour of smaller confidential meetings, 
especially where negotiations are involved. 


But we should not reject the advantages of public 
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education and interest that go with access to such dis- 
cussions. There is growing acceptance of the idea of 
open meetings following the success of the Confederation 
of Tomorrow Conference in Toronto in November 1967 and 
the Constitutional Conference in Ottawa in February 1968. 
The answer may lie in separating the work of the plenary 
conference into two parts, one concerned with matters of 
high policy determination often involving negotiations 
of a political nature, the other taken up with a more 


general coverage of matters of principle and opinion. 
1. The Committee of First Ministers 


We propose that a top-level policy meeting, for- 
mally constituted, should be held at least annually con- 
sisting of the federal prime minister and the prime 
ministers and premiers of the ten provinces. The objec- 
tive would be to examine in confidence the whole range 
of matters of current mutual interest in principle, with 
regard to their effect rather than to the detail of their 
operation, with a view of determining what joint objec~ 
tives might be sought and what means might be employed 
in seeking them. This group would not concern itself 
with detailed programme development but with the direc~ 
tion and course of government and the delineation and 
reconciliation of objectives. A major concern would un- 


doubtedly be the determination of the general nature of 
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priorities within and between governments and in rela- 
tion to the state of the economy and in this the close 
relationship with the finance ministers could be of 
great importance. 

As the first ministers would be dealing with mat~ 
ters of high princiole rather than of detailed substance, 
limited support at the meetings of advisers, ministerial 
and official, would be both desirable and practicable. 
We emphasize the value of direct and private personal 
exchanges in such situations and these are not usually 
convenient in crowds. In many respects this committee 
could follow the general pattern of the present Provin-~ 
cial Premiers' Conference, with emphasis on vital mat~ 
ters of mutual interest. The nearest parallel in other 
federations would be the Premiers' Conference in Aus- 


tralia, 
2. The Federal-Provincial Conference 


The first ministers will undoubtedly decide that 
certain matters require the wider consideration which 
can best be provided by a plenary conference of the kind 
to which we have become accustomed. In fact while the 
first ministers might be able to deal with a number of 
issues, part of their concern would be with the question 
of just what matters should be referred to the plenary 


sessions and what to functional groups. For example, 
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questions of principle in matters of wide interest and 
concern such as the federal-provincial fiscal arrange- 
ments or the constitutional questions that currently 

concern us could be of the kind for plenary treatment. 

We do suggest, however, that every effort should 
be made to limit the agenda of these conferences. In 
the past where a broad and varied agenda has been put 
forward, the demands of time have meant that inadequate 
attention was paid to the important parts of it in many 
cases. The use of functional sub-conferences has much 
to commend it and we will deal with this further. An 
agenda concentrated on matters of broad impact is the 
only one that should concern a plenary conference. If 
there are many topics demanding attention, better re- 
sults would come from several meetings with only those 
directly concerned present on each occasion. 

If the plenary conferences concern themselves with 
matters of broad princivle and opinion and leave de-~- 
tailed negotiations for more confidential surroundings, 
the advantages of public access to such conferences 
should be recognized. While there is certainly not 
enough evidence in the response to the two open meetings 
held so far to indicate a sustained public interest over 
time, the advantages of public involvement in funda- 
mental matters of national importance warrant further 


experience with direct access. There may be an addi- 
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tional bonus in that given such a forum, participants may 
feel less impelled to provide the public through the 
press with their own views for political purposes regard- 
less of the effect such statements may have on the course 
of the discussions. We repeat, however, that we do not 
believe public meetings are the appropriate media for 
specific and detailed negotiations between interested 
parties. The reasons are much too obvious to require 


re-statement here, 


B. The Committee of Ministers of Finance and Provincial 
Treasurers 


In the organization of most Canadian governments, 
federal and provincial, the departments of finance or the 
provincial treasuries have certain broadly based respon- 
sibilities which place them apart from other ministries. 
This is particularly so with respect to our interest in 
fiscal and economic matters and it is for this reason 
and in this context that we preserve a special place for 
the finance ministers' committee, This committee should 
operate primarily as a staff arm of the conference of 
first ministers and the plenary conference even though 
it would also have certain functional responsibilities. 
Its basic purpose would be to advise on the harmonization 
of fiscal and economic policite and to deal with those 
matters which the first ministers referred to it for 


action or advice. This committee would be concerned 
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particularly with such matters as fiscal and monetary 
problems, the projection over the longer term of govern- 
ment revenues and expenditures, the development of long- 
term budgeting for both capital and current expenditure, 
technical methods for the control of expenditure and the 
more effective collection of public revenue, public 
borrowing, harmonization of budgetary accounting and 
financial statistics practices and all matters related 
to the fiscal and economic problems of governments. 

We fully appreciate that in some cases other de- 
partments of government will be intimately concerned in 
these processes. We see no reason why their ministers 
should not continue to participate in the proceedings 
when it is appropriate that they should do so. 

This committee would be called uvon to assume most 
of the responsibilities which have been carried out by 
the Tax Structure Committee and the existing finance 


ministers' committee in the immediate past. 


C. Functional Comnittees 


An examination of the existing structure suggests 
that a good deal more consistency could be introduced 
into federal-provincial functional relationships. What 
we have, in many cases, seems to have developed from 
responses to individual situations rather than from any 
organized attempt to deal with functional areas of re- 


lated interest. 
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In most areas of the public sector there are inter- 
ests of sufficiently widespread importance to warrant 
representation from both levels of government. We found, 
in the course of our study, a substantial body of opinion 
in favour of this mutual involvement even where the 
strict constitutional position did not seem to require 
it. There was a point of view that favoured a wide fed- 
eral participation as providing a cohesive force which 
operated to the advantage of all. Experience in other 
federations would seem to lend support to the approach. 

We propose, therefore, that there be established 
in support of the Federal-Provincial Conference, a series 
of functional standing committees of ministers, repre- 
senting the Government of Canada and all ten provincial 
governments. Such committees would be created to deal 
with matters in broadly defined functional areas and 
while they would generally follow the accepted division 
of ministerial responsibilities, they would not neces- 
sarily have to conform to them. Such functional areas 
could includes: agriculture and rural development} 
labour, manpower and training; health; welfare; national 
resources; and we suggest, even education, which might 
include the manpower and training function. Ministerial 
committees in some of these areas already exist. Clearly 
the membership of such functional committees would have 
to be fluid with the appropriate special sub-committees 


on particular topics, but continuity could be maintained 
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through a permanent representative from each member govern=- 
ment, through its secretariat, and perhaps by a standing 
chairman. 

In certain cases interprovincial gatherings would 
also be required where matters of purely regional interest 
were involved. Such groups could meet independently of 
the functional committees but there would often be advan- 
tages of continuity and economy in meetings held prior to 


or subsequent to the related federal-provincial gatherings. 


D. Support Groups (Officials) 


An examination of the inventory in the appendix 
indicates that ministerial meetings have been strongly 
supported in some cases by committees of officials, some- 
times on a continuing, sometimes on an ‘ad hoc' basis. 
This is as it should be for in many instances the matters 
dealt with are of a detailed and technical nature. There 
has often been, however, a lack of form and structure with 
the result that it has been frequently difficult to relate 
the growth of these various bodies to any consistent pro- 
gramme of federal-provincial co-operation, 

But as the problems of our intergovernmental rela- 
tions become more complex and the solutions more sophis- 
ticated, the old methods will not always serve. In 
recognition of the broad increased responsibilities that 
will fall on ministerial bodies, we offer the following 
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support organizations, emphasizing the need for a close 
and continuing relationship between policy and administra- 
tive groups: 

1) A continuing committee of senior officials 
in support of the Federal-Provincial Con- 
ference of Prime Ministers and Premiers 
and the Federal-Provincial Conference, 

Under the present system the main con- 
tinuing official-level suvnport for the 
Federal-Provincial plenary conferences has 
come from the Federal-Provincial Continuing 
Committee on Fiscal and Economic Matters. 
If we examine the history of this relation- 
ship we find that it stemmed from the pre- 
occupation of the plenary conference with 
fiscal and economic matters, particularly 
those connected with the financial agree- 
ments. 

With a strong and continuing central 
role for the conference of first ministers 
and the Federal-Provincial Conference, a 
new official support group should be estab- 
lished. Such a group would be made up of 
the most senior policy advisers. Who these 
would be would, of course, vary as between 


governments, but in each case there would 
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have to be a close and continuing relati 

ship of the individual members with thet: 
first ministers. To an important extent 

there should be a common element of membe 
ship between this support committee and t 
existing Federal-Provincial Continuing Co 
mittee on Fiscal and Economic Matters. T 
use of alternate or associate delegates o 
these two committees would likely be esse 
tial in achieving effective co-ordination 
between their activities. 

Before proposing the formation of th 
new group we gave careful attention to th 
role of the Federal-Provincial Continuing 
Committee on Fiscal and Economic Matters 
as it has developed since 1956, We wishe 
to determine whether or not it might ful- 
fill the support functions in relation tc 
the Committee of First Ministers that it 
has for the Plenary Conference in the pa: 
We have come to the conclusion that with 
the increased complexity of the demands 
the liaison structure and the growing 
tendency to centre federal-provincial 
activities around the head of government 


in most cases, the Continuing Committee 
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would have to assume a dual personality in 
its relationships with the first ministers 
and the finance ministers. In fact, it has 
already had to do this, on occasion. Under 
the circumstances and taking into account 
the increased responsibilities of the Con- 
tinuing Committee if the Tax Structure 
Committee is dissolved as we propose, it 
seemed only sensible to accept the situ- 
ation as it would almost certainly exist 
in practice and to provide for the new 
senior officials' committee, always recog- 
nizing its very close community of interes 
and responsibility with the Continuing 
Committee. 

We put a good deal of emphasis on th 
need for such a senior officials' committ 
to be formalized and of a continuing nati 
meeting regularly and as circumstances r 
quire, Like all federal-provincial com- 
mittees it could not take decisions itse 
nor could it assume a policy role, but ij 
would not serve its proper purpose if it 
were merely ancillary to the ministers ? 

served and was without identity and pur) 


Ofcits own. 


2) 
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The Federal-Provincial Continuing Committee 
on Fiscal and Economic Matters. 

While composed for the most part of 
finance deputies, since its inception in 
1956 and increasingly over the years a num- 
ber of other government officials have been 
associated with it in areas of their special 
interests when circumstances made this 
advisable. 

As we have already noted, the Con- 
tinuing Committee would lose some of its 
present authority as the senior officials’ 
committee with the formation of the pro- 
posed group. But its duties as the working 
arm of the finance ministers' committee 
would involve imvortant alternative respon- 
sibilities, particularly as they develop 
under the proposed re-organization. This 
would apply particularly with respect to 
the work of the kind undertaken by the Tax 
Structure Committee which we have proposed 
the finance ministers should undertake. It 
was as the operational group for that organ- 
ization that the Continuing Committee had 
its most sustained period of activity since 


the early years of its existence. 


3) 
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This Committee would become the clearing- 
house for all technical matters which were of 
fiscal and economic content and in this respon- 
sibility it would have to act as the co-ordi- 
nator in the application of many policies in 
functional areas of government where there 
were fiscal and economic interests. Its re- 
lationships with the senior officers' commit- 
tee in the co-ordination of fiscal and eco- 
nomic matters within total intergovernmental 


relationships would be of vital importance. 


Committees of Officials Subordinate to the 
Functional Committees. 

The series of functional committees of 
ministers with its appropriate structure of 
sub-committees, has an important place in 
the proposed liaison structure. In order 
that they may perform to the best advantage 
in the various areas of interest, they should 
be sunported by the necessary subordinate 
committees of officials as the varticular 
matter under consideration requires, 
Logically the subordinate group should func- 
tion in preparation for the ministerial 
meetings and in harmony with them. To the 


extent necessary, each such subordinate 
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group should be capable of further division 
where the participation of technically quali- 
fied officers could be available. As an 
example of what we mean, the Federal-Provin- 
cial Continuing Comnittee on Fiscal and 
Economie Matters has on occasion found it~ 
self dealing with questions of high tech~ 
nical content. In the past it has not always 
developed the necessary detailed approach. 

We understand that this has now been recog-= 
nized and that special sub-committees are 
being formed to deal with special problems 
such as that of the integration of activities 
related to programme budgeting and its pro- 
cedures. 

We are of the opinion that the system of committee 
relationships which we have outlined would make super- 
fluous in the intergovernmental context those advisory 
groups and quasi-independent organizations which have come 
into being over the years. The purpose of an intergovern-~ 
mental organization is to reconcile the policies and ac~ 
tivities of the different governments, This is a proper 
responsibility for ministers and officials. What assist- 
ance from the outside governments may use in developing 
policies is something else again. We are not in any way 


suggesting that independent advice should not be sought 
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EK. The Secretariat 


The intergovernmental structure we have outlined, 
if complex, is still more logical and a good deal tidier 
than that which is now employed. If it is to work to the 
best advantage, however, we believe it must be served by 
a full-time secretariat. 

If the duties of such a body were purely mechanical, 
the arranging and servicing of conferences and meetings 
and the like, a continuing organization would not be re- 
quired and the practice of having these tasks performed 
through a federal office could continue, although the 
increasing burden of work would unquestionably warrant a 
more specific allocation of adequate resources. We be-~ 
lieve, however, that the responsibilities involved in the 
structure we have proposed could not be served on a 
casual basis. As we see it the work of such a group 
would include not only serving the conference of first 
ministers and the plenary conference but that of co- 
ordinating the activities of all other conferences and 
comnittees which form the intergovernmental system. 

Such duties would be important and extensive and 
would include the tasks of arranging meetings, drafting 
agendas, keeping and circulating records of proceedings, 


etc. To meet the requirements which are called for, it 
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would be essential that the secretariat undertake duties 
beyond those of a purely routine nature. If it is to be 
a positive force, it will have to provide background 
material, preparing it where it was not otherwise avail- 
able, maintain active communication between members of 
conferences and committees and, where necessary, origi- 
nate activities which follow logically from the respon- 
sibilities of its place in the structure of liaison. It 
should be competent to co-ordinate studies if so in- 
structed and aid in their preparation if this is required. 
We do not recommend that the secretariat should assume 
responsibility for original research involving positive 
policy proposals as this could be detrimental to its re- 
lationship with member governments. It should be qual- 
ified however to suggest any projects it considered 
necessary and be able to see them carried out either 
through member governments or by special contract ar- 
rangements. 

We believe that as the secretariat developed it 
would be of great support to the conferences and comnit- 
tees in the assistance and guidance it would be able to 
give in its role as a trusted intermediary, as a vehicle 
for the communication of information and as an agent in 
the promotion of understanding and co-operation among 


member governments. 


In view of the special place vroposed for the 
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finance ministers' comnittee, we considered whether or not 
a special secretariat should be organized to serve that 
body. We do not think these responsibilities can be met 
without adequate staff support. Rather, however, than 
constitute such support as a separate entity the resource 
would be better provided as part of the main secretariat 
with necessary specialist personnel assigned to fiscal 
and economic duties. This is consistent with the close 
association of the finance ministers with the first min- 
isters which we see as essential to effective fiscal and 
economic liaison. 

We do not propose that a special permanent secre- 
tariat be established for the functional committees. 
Necessary secretarial requirements can be supplied through 
member governments as they now are in most cases, and co- 
ordinated by the main secretariat which can assume the 
responsibility for consolidation and analysis ofreports 
in the broad policy contexts for the purposes of the 
first ministers and the finance ministers. Members of 
functional committees, as all others, would continue to 
report individually to their own governments. 

Much, of course, will depend on how the functional 
committees develop. This will vary and some may become 
centres for specialized study and research. In such 
cases the proposed staffing is not likely to be adequate 


and the situation will have to be re-assessed. We would 
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urge, however, that the creation of special continuing 
staff bodies should be approached with caution as a 
proliferation of secretarial organizations attached to 
functional groups night solve one problem at the expense 
of creating a more serious one - the development of a 
new beaucratic structure in the Canadian governmental 


system, 


Organization and Responsibility 


Answers to the questions of the need for a con- 
tinuing secretariat, its form of organization and its 
responsibilities have been hard to find. A number of 
problems arise which to our knowledge have not been 
answered in any of the various proposals that have been 
made from time to time in this connection. Involving 
as they do not only its effective performance but its 
acceptability as an objective instrument of intergovern- 
mental co-operation, they cannot be ignored or left to 
settle themselves. No such organization can operate 
usefully unless it knows what it is supposed to do and 
where the lines of its direction lie. If it does not 
know the tendency will be for it to accomplish little of 
a positive nature, or at the other extreme, to take to 
itself authority which it was never intended it should 
have. 


Accepting the view that the proposed secretariat 
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must be responsible to some person or some body, we have 
concluded that in principle this must be the Committee 
of First Ministers which we regard as the focal point 
of all intergovernmental concerns. At the same time we 
recognize that first ministers are not always readily 
available and that there will be many questions of a 
more or less administrative nature where guidance will 
benneeded. We believe that commonsense dictates that 
such matters should be referred by the secretariat to 
the senior officials' committee which we have proposed. 
In both cases the requirements of convenience suggest 
that communication will in routine matters be through 
the chairman of the committee. But we would emphasize 
that acceptance of this as a practical method should in 
no way inhibit direct communication with individual 
committee members where the situation seems to call for 
it. We do not see any real difficulty in this as pre- 
sumably any person apyvointed to head the secretariat 
would be sufficiently astute to judge where such situ- 
ations existed and to act accordingly. If he did not 
always judge correctly his errors would soon no doubt 
be made known to him. 

This inevitably brings up the matter of the chair- 
manship of the committees and conferences. We see no 
reason why the rather distinct position of the federal 
government should not continue to be recognized as it 


has been in the past and the meetings of the first min- 
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isters and the plenary conferences presided over by the 
Prime Minister of Canada. We have encountered no objec- 
tions to this in principle and it is sunported by logic 
and concept as well as by tradition. We would go fur- 
ther and suggest that it would likely be the most suit- 
able vractical solution to have all permanently estab- 
lished federal-provincial conferences or committees 
chaired by the permanent representative of the national 
government. As the secretariat would almost certainly 
be located in Ottawa, the advantages of convenience in 
such an arrangement argue in favour of it, regardless 
of any principles that might be involved. The alter- 
natives of a rotating chairmanship or of an independent 
chairman from outside government do not seem to provide 
a satisfactory alternative either in principle or prac- 
tice. 

What we have sought to provide in our proposal is 
a secretariat that will assist in the development of 
effective co-operation between governments but which 
will not develop for itself an identity that will in- 
trude upon orreplace the essential political processes 
of the federal-provincial relationship. In thisrespect 
the central organization of international bodies has not 
provided the necessary guidance. The role, for example, 
of the Secretary-General of the United Nations does not 


seem appropriate in the federal context. We are not 
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dealing with distinct and separate political entities 
which have agreed to consult on their common interests. 
We are dealing with what are essentially the individual 
parts of an organic whole whose political relationships 
are close and continuing. | 

Responsible as it is to all the people of the 
nation, the central government has a position and an 
obligation distinct from that of the individual states 
of a federation. Essentially the basic responsibility 
to preserve and promote the unity and cohesiveness of 
the country belongs to it and while the states can and 
will contribute to these ends in many important aspects 
through the influence of their assigned powers, they do 
not have the same fundamental vurpose. If this were not 
the case the whole reason for the federation would in 
itself be suspect. 

In the past it has been the practice for the 
Government of Canada to supply the conference with the 
necessary secretarial services. For example, the Privy 
Council Office has serviced the plenary conferences. 

The Federal-Provincial Relations Division of the Depart-~ 
ment of Finance has looked after the needs of the finance 
ministers' meetings and those of the Federal-Provincial 

Continuing Committee on Fiscal and Economic Matters. If 
the responsibilities of a secretariat are limited to the 


more mechanical aspects of the job, we see no reason why 
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such arrangements should not be continued. But if the 
responsibilities are more extensive, as we propose that 
they should be, some more independent arrangements will 
be required. 

There are two possible alternatives. The most 
practicable, in our opinion, would be for the secretariat 
to be supplied from the resources of the Government of 
Canada, with the concurrence of the provinces on organ- 
ization and personnel. This we understand is now being 
done for the Constitutional Conference. We see no rea- 
son why this should not prove satisfactory in practice, 
provided the federal government would be prepared to 
establish the organization on a continuing and independ- 
ent basis outside the influence of its policy and direc- 
tion. The secretariat in such a case would be strength- 
ened by the seconding to it of Provincial personnel from 
time to time. 

The second alternative would be for a completely 
independent secretariat to be organized, perhaps along 
the lines of that which operates for the Canadian Council 
of Resource Ministers. This approach lacks the clarity 
and the simplicity of the first with respect to problems 
of tenure and finance but these are certainly not in- 
surmountable. Insofar as the relationship to the con-= 
ferences and committees which it serves are concerned 


there does not seem to be any important practical differ- 
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ence from a federally supported but independent group 
although a matter of principle may be involved, the 
importance of which is a matter which can only be as- 
sessed by those directly concerned. 

We are quite conscious of the objections that can 
be raised to the creation of an independent bureaucracy 
outside the scope of existing government organization. 
While they are valid, we would not attach sufficient 
weight to them to void the proposal if an independent 
secretariat is considered desirable in principle. We 
would, however, urge that as far as possible an inde- 
pendent secretariat should be staffed from the public 
services with officials seconded by their governments 
for reasonable terms. This would go some way at least 
toward reducing the influence of any third-tier bureauc- 
racy which concerns many people. It would at the same 
time provide a more knowledgeable organization and might 
usefully broaden the experience and even raise the level 
of tolerance of the individuals concerned, 

The question of the financing of the secretariat 
has been raised. We see no reason why the continuing 
costs of the operation (other than salaries and related 
benefits of seconded provincial personnel) should not be 
borne by the Government of Canada as part of its national 
responsibility. However, if some sharing of costs is 


thought desirable either in the case of a federally 
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appointed body or one fully independent, there should be 
no serious obstacle to agreement on a reasonable method 


of pro-rating the amount involved. 


F, Research Organization 


No one is likely to question seriously the claim 
that research in the field of fiscal and economic matters 
where intergovernmental interests are involved has been 
less than adequate. While the situation has improved in 
recent years with a substantial growth of interest in 
these problems on the part of the universities and other 
independent organizations, the greater part of the effec- 
tive work in applied research is undertaken within 
government departments, especially those of the federal 
government. Valuable as much of it is, it is always 
open to challenge on the grounds of its objectivity, 
rightly or wrongly. 

Except in the case of the Tax Structure Committee, 
federal-provincial co-operation in fiscal and economic 
research has not been very productive. Even there the 
difficulties of objective research by intergovernmental 
bodies in areas of mutual interests was unfortunately 
only too clearly illustrated. 

Most government research, at least within depart- 
ments, tends to be related to practical situations and 


solutions. Unavoidably, the necessary information is 
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often classified and unavailable to outsiders. This is 
probably as it must be, although sometimes classification 
seems to be carried to rather unlikely extremes. In any 
event this seems to indicate that a close relationship 

to government is an essential if effective applied re- 
search is to be fruitful in these areas. In such cases 
the responsibilities of the secretariat would be confined 
to the organization and co-ordination of material pre- 
pared within governments. 

But this does not mean that all fiscal and economic 
research in intergovernmental areas must be carried on 
only within governments. There is an urgent need for 
more to be done in the general and theoretical fields of 
all aspects of Canadian federalism including intergovern- 
mental liaison in all its aspects. We strongly recommend 
that greater encouragement and attention should be given 
by all levels of government to such studies. This can 
best be done by supporting the work of independent indi- 
viduals and organizations as was done in certain areas 
of the Tax Structure Committee's work. In some cases 
this might be appropriately dealt with through the sec- 
retariat, in others it would be better to have special 
studies commissioned by individual governments where 
there was a special interest, with the work co-ordinated 
for the purposes of the intergovernmental committee or 


conference through the secretariat. 
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But the situation seems to warrant something more 
specifically designed for the purpose. In our reference 
to the United States we made mention of the useful work 
of the Advisory Commission on Intergovernmental Relations, 
a body established by Congress but widely representative 
of various interests, national, state and local. We 
think thet a similar organization set uv under Act of 
Parliament with provinces having an effective voice in 
the selection of members, would be of great value in the 
examination of many of the serious problems with which 


we continuously will be concerned. 


G. Economic Advice 


The Economic Council of Canada, while broadly 
based in its representation, is nevertheless a legal 
creation of Parliament. It is not a body in which the 
provinces can feel any substantial or direct involvement. 
Some provinces do have economic bodies very roughly 
equivalent to the Economic Council, but in most cases 
they appear to be neither active nor influential. The 
relationship of these bodies to the Beonomic Council 
has not vroved a very effective one despite the efforts 
of the Council to make it so. 

One possible answer to the need for a wider in- 
volvement in long term economic research commends itself 


to us as being worthy of greater consideration than it 
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appears to have had. At a conference of provincial 
premiers in Victoria in 1962, a pronosal was made by 
the Premier of Manitoba, Mr. Roblin, that an economic 
advisory council should be established representative 
of both levels of government. Presumably such a coun= 
cil would not be directly representative of the indi- 
vidual provinces and Canada but would be selected from 
a slate of candidates out forward by the various zov= 
ernments. This would form a quasi-independent advisory 
group for all governments in much the same way as the 
Economie Council does for Canada. Such a council would 
tend to be regionally oriented rather than representa-~ 
tive of various interests in the economy but it would 
serve the same basic purposes. 

There are obvious difficulties in implementing 
such a system but if the structure of federal-vrovincial 
liaison is to be formalized some such advisory body for 
the first ministers and the finance ministers would be 
an essential element in the same way that an advisory 
group in intergovernnental relations could serve a dif- 
ferent or related need. We suggest therefore that the 
present structure and status of the Economic Council 
should be re-examined to see whether or not it would 
be profitable to convert it into an intergovernmental 
advisory council for problems of the longer term rather 


than one that is solely the responsibility of the 


- 284 - 
Government of Canada. 


H, Legislative Committees 


While this area could be regarded as somewhat mar~ 
ginal to our terms of reference, we have encountered 
enough interest in the subject to lead us to believe it 
is of sufficient importance to warrant attention. 

To the best of our knowledge neither in Parliament 
nor in any of the provincial legislatures is there any 
involvement of members through committees of the various 
houses especially charged with the consideration of in- 
tergovernmental relations. This is in contrast to the 
U.S. experience where a committee in each of the houses 
of Congress has a continuing interest in such matters. 

As things now are, private members can become in- 
volved in these important matters only when specific 
bills or motions are up for consideration, during such 
debates as those on the Throne Speech or the Budget or 
in the examination of Estimates. The careful surveil- 
lance that could come from the work of a standing com 
mittee in which private members could play some con~ 
tinuing part is not available. 

We attach particular importance to this because 
we fear that there is sometimes an inclination on the 
part of most governments to take to themselves a rex 


sponsibility for long-term decisions on broad issues 
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of principle in which the electorate has had no voice. 
Some aspects of constitutional amendment provide a case 
in point where a broader consensus of public opinion 
seems called for. The value of a legislative involve- 
ment would be in its function as a counter-weight to 
the over-vesting of interests by governments in them- 
selvese Through the use of standing committees and the 
examinations that they might conduct in public hearings, 
interested and informed members of the general popula- 
tion would have an opportunity to be heard that is not 
easily available to them under present executive con- 
trol. We strongly recommend that any reorganization of 
the legislative process for Parliament or any of the 
provincial legislatures should provide for standing 
committees of Parliament or the legislatures in the 
field of intergovernmental relations. As informed and 
involved body of opinion in the legislative branches 
might go some way to resolving some of the artificial 
issues which can develop when political interests con- 


flict with more fundamental requirements of the country. 


I. Bilateral Arrangements 


In a country as large and as diversified as Canada, 
there will frequently be economic situations which con- 
cern the federal government and one or more but not all 


the provinces. In such cases the structure of liaison 
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that we have proposed will need to be modified. 

Provided that bilateral or non-inclusive arrange-= 
ments are not used where the interests of all parts of 
the country are involved, we see such instruments as 
‘task forces’, as having a useful role to play. Con- 
ferences or committees assigned to deal with particular 
situations can also be valuable in special circumstances. 
But such situations should be clearly explained to those 
governments not directly concerned so that no misunder- 
standings follow. Where there are situations which 
touch upon the interests of all provinces, all members 
of the federation should be consulted through the estab- 
lished machinery we have proposed. 

In the economic fields in particular, certain 
bilateral programmes are entered into from time to time 
with continuing involvement of the parties concerned. 

In such cases the device of a crown corporation reflec- 
ting federal and provincial interests in the manner of 
the Cape Breton Development Corporation would seem to be 
worth serious consideration. This device contains the 
freedom of action of the corporation with the joint re- 
sponsibility of intergovernmental agreement and might 

be more widely applied, particularly in special situa- 


tions. 
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J. Regional Arrangements 


Karlier in this report we discussed some sugges- 
tions that would have had federal revresentatives 
stationed in each provincial capital and conversely 
provincial representatives permanently located in Ottawa. 

On the surface these two ideas may seem complemen- 
tary. We regard them as serving quite different purposes. 
The federal government has a national responsibility which 
it can only verform adequately if it is conscious of the 
different attitudes and needs of the different regions of 
the country. It is an admitted fact that the Government 
of Canada sometimes is not well informed as to the de- 
velopments in areas of provincial government responsibil- 
ity where there is a national influence, until the situ- 
ation has hardened to such an extent that the problems 
of reconciliation are multiplied. Such a situation is 
not lightly tolerated in international affairs although 
it may occur and while we accept the fact that the situ- 
ations are not parallel, we see sufficient similarity 
to warrant further consideration. We recognize the 
objections, not the least of which is the danger of 
confusing normal channels of communication and authority, 
but the potential benefits under the right approach seem 
to offset them. 

In theory, federal ministers and members from the 


different regions of Canada have performed this liaison 
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function, but we doubt that in the depth and breadth of 
their national responsibilities they can or should con- 
tinue to do so. A department for regional affairs has 
just now been announced. We are not as yet entirely 
clear as to its intended responsibilities but presume 
that its purpose is to co-ordinate federal programmes 
with respect to their regional and national effects. 
Such a department can contribute a great deal to the 
improvement of liaison with the provinces if it has as 
one of its purposes the relating of national policies 
to the needs and wants of the various regions of Canada. 
There are, however, some potential hazards here of un- 
due interference with the established processes of 
administration which suggest that any such agency must 
be handled with extreme care, intelligence and diplomacy. 
All this, of course, is tied in to the need for 
greater regional authority in government departments 
within the carefully established limits of consistent 
policy. This subject was dealt with, if briefly, in the 
Third Annual Review of the Economic Council of Canada. 
Regional interest of the kind proposed could, we think, 
do a great deal to pull together the isolated threads 
of federal government authority in the regions so that 
they become part of a more effective fabric of govern- 
mental activity. If this is not a function of the new 


department, we suggest that consideration should be 
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given to the setting up of regional representatives in 
provincial capitals for this purpose responsible to the 
intergovernmental co-ordinating organization within the 
central government. 

The advantages advanced with respect to provincial 
representation in Ottawa are not nearly so evident. The 
provinces are not charged with a co-ordinating responsi- 
bility and, while there would be occasional advantages 
in the convenience of communication that could result, 
we agree with most provincial people with whom we talked 
that introducing a further link between federal and 
provincial operating departments is superfluous. The 


resulting complications would far outweigh the benefits. 


K. Internal Organization 


It has been evident to us that one of the most 
important factors determining the effectiveness of inter- 
governmental liaison is the quality of the internal 
organization of governments themselves. This applies 
throughout the whole structure from the policy-making 
machinery itself to the operating departmental organiza- 
bions | 

Although there have been bicd Beeb changes for 
the better in recent years, governments generally have 
been content to leave matters involving intergovernmental 


relationships to the departments directly concerned. 
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Co-ordination as part of total governnent volicy has often 
been lacking. If any evidence of this is needed, a ref- 
erence to the list of intergovernmental committees, etc., 
should provide it. Where the co-ordination has existed 
it has been more as part of the financial process than as 
any part of the structure of total government operation. 
Those governments which do not have the cabinet 
committees and related interdepartmental committees of 
officials would find it valuable to establish and use 
them, But in the growing complexity of the process this 
may not be enough. Some governments, notably that of 
Quebec and in a somewhat different way, Ontario, have 
found a special department or agency desirable in the 
central co-ordinating responsibility for federal-provin-~ 
cial matters. How far and how specialized the approach 
should be will depend on the extent co-ordination demands, 
the size of the government and the degree of control 
considered desirable. All governments may not consider 
an organization so influential as the Quebec Department 
of Intergovernmental Affairs necessary. But some co- 
ordinating unit should exist and should be placed in the 
special position which will enable it to deal with these 
matters of mutual involvement in a way that will eliminate 
much of the confusion which has been so typical of the 
situation in the past without interfering with the estab- 


lished flow of business which is carried on directly 
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between federal and provincial departments. Certainly 
we believe that a strong central authority in the Govern- 
ment of Canada is called for, preferably as a part of 

the Prime Minister's organization. 

It has been common practice in the past for the 
finance departments to have a principal influence in 
these matters in both the federal government and the 
provinces. This is a recognition of the importance of 
the fiscal fact in federalism, We believe that it is 
essential that this continue and with particular weight 
in the matters of our direct concern, fiscal and eco-= 
nomic policy. But so important are the questions of 
intergovernmental involvement that any central authority 
must be directly responsible to the office of the first 
minister and not merely be another department of govern- 
ment. Unless tnis relationship to the first minister is 
clearly established, the authority might better remain 
with the finance department. Regardless of how this is 
handled, the relationship of any such organization to 
the finance department would have to be very close. 

But internal organization will, like intergovern- 
mental organization, be no better than the people that 
run it. We have become very conscious in this study of 
wide differences in the resources that different govern- 
ments are prepared to devote to their part in the liaison 


process. It must be recognized, although apparently it 
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not always is, that the effectiveness of a province's 
representations will depend as much on the quality of 
its representatives as on the merits of its case. While 
ministers and officials have usually made ewery effort to 
meet their responsibilities, the fact is clear that in 
some provinces inadequate provision has been made for 
the necessary support. Unless they are prepared to pro- 
vide it, they are handicapped and have little cause to 
complain if their cause is dependent on the goodwill of 


others rather than on the merits of their case. 
L. Procedural Matters 


Questions of overating procedure may not be funda- 
mental and in most instances will not involve any impor- 
tant changes in structure or organization. Nevertheless 
they can be of great importance, for while they do not 
provide final answers in themselves, attention to them 
may have a substantial influence in improving liaison 
arrangements. | 

Such matters can be divided into three interrelated 
sections: vehicles of co-ordination, personnel and pro- 
cedures. | 

(1) Vehicles of co-ordination 

(a) ‘task forces' of federal officials 
visiting the provincial government 
departments to work out details and 
adjust differences in programmes or 


policies in advance of formalization 
and subsequently for administrative 


(2) 
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harmony, should be given greater 
emphasis than they have in the past. 


(b) 'eonsultants' on the staffs of fed- 
eral departments should be made 
available to the provinces in matters 
of fiscal and economic significance 
as well as in programme areas where 
special knowledge is available. This 
is already done to some extent in 
special fields. In certain cases the 
service could flow in the opposite 
direction. 


(c) senior officials at both levels of 
government should make greater efforts 
to visit the various regions of Canada 
so that they may be better informed 
and consequently better able to assess 
situations with which they must deal. 
This applies varticularly to federal 
officials in what might be termed 
broad policy areas, including officers 
of such organizations as the Bank of 
Canada, 


(d) modern communication techniques involv- 
ing the use of such devices as 'Telex', 
the 'Ampliphone' and perhaps closed- 
circuit television, should be consid- 
ered as possible substitutes for meetings 
of limited importance which while some- 
times desirable nevertheless may not 
justify their costs in time, money or 
inconvenience, 

Personnel 
As all governments presumably are inter- 

ested in the same ultimate end, that of pro- 

viding the best public service at the least 
possible cost, every effort should be made to 
avoid unnecessary conflict and competition. 


This is increasingly important in the field 


of intergovernmental personnel practices. 


~ 294 


The supply of competent staff particularly 
at policy advisory levels is limited and 
should be used to the best advantage. For 
this reason co-operation should be sought 
not only through recruiting standards but 
through training programmes and facilities. 
We do not suggest an all-Canada public 
service, although it might have some real 
advantages in certain fields, but we do 
believe there should be much greater inter- 
est in the mobility of trained public 
personnel either by loan or by transfer so 
that the available sources may be used in 


the greatest public interest. 


(3) Procedures 


(a) Improved conference ‘housekeeping’ 
with respect to such matters as the 
preparation and distribution of 
agendas, documents, background papers, 
and the like, would add substantially 
to the effectiveness and harmony of 
meetings. If a full-time secretariat 
is organized this should be covered 
automatically. 


(b) More attention should be given to the 
intangibles of co-operation in the 
more ready acceptance of the process 
as one of partnership rather than 
rivalry, avoidance of unnecessary 
rigidity in established positions in 
negotiation, 'one-upmanship' in the 
use of press releases and public inter- 
views, leakages of information in 
advance of formal agreement or under- 
standing, the presentation of the 


(ec) 


(d) 
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'fait accompli' when negotiation was 
expected. All these, often minor in 
themselves, contribute to misunder- 
standing and resentment and make true 
co-operation doubly difficult. 


It has not been the practice in fed- 
eral-provincial meetings for votes to 
be taken either on matters of sub- 
stance or procedure. Suggestions have 
been made occasionally that this should 
be changed and as an example the prac- 
tice of one of the most effective inter- 
governmental institutions, the Aus- 
tralian Loan Council, has been given. 
Voting in intergovernmental bodies 
within a federal state raises a number 
of difficulties. The question of the 
relative power of the central voice as 
compared to those of the provinces or 
states is one of these. The relative 
weights of the different regional 
governments is another. All these 
might eventually be settled, although 
the process could raise other issues 
equally hard to resolve. But essen- 
tially the course of action rests on 
the fact that a federal-provincial 
conference or committee is not a 
decision-making body but a forum for 
seeking a consensus amongst govern- 
ments, each of authority within its 
own defined limits. Under the cir- 
cumstances the present procedure would 
seem to be the proper one. 


Some thought might be given to a more 
equitable method of sharing conference 
costs among governments. Present 
practices tend to penalize those 
provinces geographically distant from 
Ottawa as compared to those relatively 
near. Greater consideration might 
also be given to holding more meetings 
away from the national capital. The 
advantages of the central location are 
obvious and in certain cases an Ottawa 
meeting is essential but in some situ- 
ations the difficulties could be over- 
come and a more central meeting place 
chosen. There is precedence for this 
in a number of cases in meetings of 
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special groups. We do not however 
suggest that meetings of the first 
ministers should be held outside the 
national capital except under excep- 
tional circumstances. 


Concluding Remarks 


The problems we have had to face in trying to de-~ 
velop a system of intergovernmental liaison in the broad 
field of fiscal and economic matters has been how to make 
possible a workable system of consultation and co-opera- 
tion without interfering with the basic constitutional 
powers and responsibilities as they exist under our pres- 
ent governmental system. 

We have proposed an extensive network of communica- 
tion which we think is structurally more logical and 
direct than that which now exists. It involves the crea- 
tion of certain new intergovernmental bodies, which we 
believe will be assuming, in most cases, responsibilities 
now carried on less effectively in other ways. The net 
dollar cost should be no more and could be less. The 
benefits that flow from this restructuring should in any 
case more than justify any expense that may be incurred. 

We are confident that the changes we have proposed 
are consistent with Canada's present constitutional 
structure and will enable it to adjust more easily to 
today's changing need. We also believe the resulting 


structure will be flexible enough for any changes that 
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are likely to take place in the foreseeable future. 

Throughout the study we have emphasized that we 
have been speaking of the co-ordination of information 
and of co-operation, not of joint decision-making. We 
do not regard this either as being consistent in most 
cases with assigned constitutional responsibilities in 
a federal state or with the responsibility of the govern- 
ment to its electors. Nor is it likely to be effective 
in most practical aspects. 

While consultation should be extended to its 
fullest reasonable limits, we appreciate that such 
limits do exist. Governments will not always be able 
to consult fully in every aspect of their policies and 
activities even though the influence may sometimes be 
wide spread. Even when they have consulted they will 
still have to be prepared to assume the full responsi-~ 
bilities which are theirs. Thus we do not believe that 
the federal and provincial governments can act jointly 
responsible in all aspects of fiscal and economic pol- 
icy. Certain major parts of it must be federal. Other 
important aspects are clearly provincial. It is in- 
cumbent upon each government to make its decisions on 
the basis of its own best judgment and consistent with 
its responsibilities within the federation and its 
duties to its people. 


But nevertheless we emphasize that it is incumbent 
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upon each to consult with the others before a course of 
action is decided upon whenever it is appropriate and 
possible and to co-operate to the fullest extent when 
this has been done. Even in areas where the mutual in- 
terest may be more actual than legal, as say in the 
controlmom tain brerisportapolrey-.fromst hemiederalasirde 
or in education from the provincial, the obligation 
remains. Both the national and the local interest will 
require that all factors be given proper weight in the 
policy-making process. 

Very briefly what we regard as essential toa 
working federation can be summed up in the following 
requirements. 


(1) as clear as possible a definition of 
constitutional powers and responsibilities, 


(2) an effective internal organization of gov- 
ernment for relating policies and program- 
mes in different functional areas within 
a total policy framework, 


(3) a systematic structure of interzgovernmental 
relationships with the purpose of all pos- 
Sible co-ordination of individual juris- 
dictional responsibilities, but stopping 
short of formal joint decision-making, 
(4) a political acceptance of mutual in- 
volvement and obligations which are inherent 
in any co-operative a@proach to federalism. 
No structure of liaison can be more than a means to 
an end. Jlts ultimate value will depend on the use that 
is made of it and upon the degree of trust that is placed 


in it, always accepting the practical limits of differing 
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political interests. As J.A. Corry has said, "All sig- 
nificant problems of federalism are political in the 
deepest sense." This being so, what governments will 
get out of this mutual relationship will be pretty much 
in line with what they are prepared to put into it. 


= OO 


Note on the Chart of Proposed Organizational 
Relationships 


Any attempt to chart the involved relationships 
between government organizations, particularly as be-~ 
tween governments, is clearly open to having more read 
into it than is really there. 

We have attempted to show in simple form the sort 
of lines of communication and authority that would ex- 
ist under the proposals, but obviously there will be 
many cross-references, both informally and within the 
structure, that cannot be illustrated by a few boxes 
and lines. For example, in the text we have stressed 
the close relationship of the membership of the Senior 
Committee of Officials with that of the Continuing 
Committee on Fiscal and Economic Matters but this does 
not show on the diagram. 

With such reservations, the chart may offer use- 
ful assistance in an understanding of the structure of 


the proposed relationships. 
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APPENDIX B 


TERMS OF REFERENCE 


the Memorandum of Agreement between the 


Minister of Finance of Canada and Queen's University 
dated December 15, 1966, for a comprehensive study of 
intergovernmental liaison on fiscal and economic 


matters, ) 


a The Institute shall conduct a study of the liaison 
between the Government of Canada and the governments of 
the ten provinces of Canada with respect to fiscal and 
economic matters and of how that liaison might be im- 
proved (hereinafter called the "project") and, without 
restricting the generality of the foregoing, the Insti- 
tute in the project shall 


(a) 


(b) 


(ec) 


(d) 


identify the main areas in which fiscal 
and economic policies and programmes of 
the Government of Canada and the govern- 
ments of the ten provinces operate, 
taking into account aggregate economic 
policies and major individual programmes, 
having regard to their common objectives, 
clientele and the regions covered there- 


by3 


examine the administrative machinery which 
presently exists to harmonize the policies 
and programmes referred to in paragraph 
(a), analyze the effectiveness of that 
machinery, and suggest appropriate improve- 
ments or adaptations thereof, having re- 
gard to the constitutional, political and 
administrative implications}; 


enquire into various means for improving 
harmonization of the fiscal and economic 
policies of the Government of Canada and 

of the governments of the ten provinces in- 
cluding, but not limited to, such devices 
as projection of government revenues and 
expenditures, five-year capital budgets, 
methods for accelerating or retarding 
government expenditures, government ac~ 
counting and budget practices; 


examine the present and potential uses of 
the devices referred to in paragraph (c) 


(e) 
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including any constitutional, political 
and administrative implications there- 
of: 


review the available literature relating 
to the harmonization of federal and 
provincial or state fiscal and economic 
policies in other federated countries 
and report thereon in writing to the 
Minister. 
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APPENDIX C 


Experience in Other Federations as Related 
to the Canadian Case 

If the term is taken in its broadest sense it is 
possible to count some eighteen countries which use some 
variation of the federal form. But this requires a very 
broad interpretation indeed and in terms of any com- 
parability to the Canadian case the number can be re- 
duced to a more modest one. 

It has always been a temptation to develop a sys- 
tem of government by drawing on the experience of others. 
Where the basic conditions are sufficiently alike the 
process has much in its favour. This use of past experi- 
ence has been a common basis for the construction of 
federal constitutions. All owe something to the modern 
original of the United States. Canada drew upon that 
experience, although more often in a negative rather than 
a positive sense. Australia, too, placed heavy stress on 
the United States example and to a lesser extent the 
Canadian adaptation of it. India relied on Australian 
procedure while the new Africa and Asian federations have 
tried as best they could to adapt the processes of more 
developed countries to their own unique problems. 

In this search for possible solutions to our own 


problems of intergovernmental liaison in fiscal and eco-~- 


le 
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nomic matters, we have followed a similar path and have 
examined, often in considerable detail, methods employed 
in the United States, Australia, India, Switzerland, 
West Germany, and the newer federations of Asia and 
Africa. We have also looked with interest at the organ- 
ization structure of the European Economic Community. 
The examination has given us many interesting ideas but 
unfortunately application of such ideas requires a 
framework of compatibility which in most cases we have 
not had. 

On first glance, we would expect the Commonwealth 
of Australia to provide us with some useful guides to 
the development of a system of fiscal and economic liai- 
son, It has after all developed and used a structured 
system with considerable effect. The strong similarities 
of our economic interests to those of the United States 
would lead us to expect a fund of experience in that 
country on which we could draw. India, as a newer fed- 
eration, has developed an intricate system of relation- 
ships as have some of the newer federations such as 
Malaysia and Nigeria, Even the ill-starred Federation 
of the West Indies had some negative values for our study. 

Our examination of the institutions and systems of 
other federations has led us to this conclusion, that 
within the limits of our terms of reference, which after 


all are concerned with liaison and not with constitution- 
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al change, we can benefit most from a study of three 
federations whose problems have perhaps more signifi- 
cance for us than those that we may appear to neglect. 
We have therefore chosen to examine in some detail 
the United States, Australia, and India. The first two 
are developed countries with many similar fiscal and 
economic problems. The second two, Australia and India 
are parliamentary democracies. India itself presents a 
background for federation in a multi-cultural society 
and gives us many examples of how the institutions of 
government may operate under the heavy stresses of this 
and other factors. We did not neglect the others but 
our attention has been limited to a comparative consid- 
eration of approaches to problems rather than to the 
more fundamental examination carried out on the three 


countries mentioned. 


The United States of America 


Canada and the United States are similar in many 
ways. Common problems have had to be dealt with in both 
economics and finance. Both countries have had the need 
to accommodate regional interests in a land of great 
geographic extent and variations of natural wealth. 
Sometimes the regional interests have been in conflict 
with the total national goals. Problems of centraliza- 


tion and decentralization have periodically confronted 


Sasi 


both systems. 

There are, however, some basic differences which 
extend through the whole federal concept and make direct 
application of the lessons of experience difficult and 
sometimes misleading. 

While both countries have strongly heterogeneous 
populations with representatives from many cultures, 
this must be qualified by the factor of the strong con- 
centration of one ethnic group, the French-speaking Cana- 
dians who make up nearly thirty per cent of the total 
population, four-fifths of which is in the Province of 
Quebec. Such an influence does not exist in the United 
States and its effect on the course of our study has 
been an important one. 

There are other differences. Traditional values 
in the United States sprang from revolution and from 
revolutionary philosophies. In Canada, this spirit and 
strong concepts of individual rights and Jeffersonian 
democracy were not factors and the new nation grew more 
from administrative colonialism. In some respects a 
continuing belief in the stature of the law as against 
the ideals of the individual rights has carried through 
the evolution of this country to today. 

The size and number of provinces in Canada as com- 
pared to the much more numerous and smaller states is a 


factor of practical imvortance that we cannot neglect 
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when any assessment of intergovernmental interests are 
considered. It is difficult to visualize an effective 
coalition of fifty states. Under certain circumstances 

a coalition of strong provinces in Canada could exert 
irresistible power. There are also imvortant differences 
of operation of a federal state in a parliamentary sys- 
tem from the presidential system with which we have al- 
ready dealt. 

Thus Canada cannot be studied merely as a variation 
on the basic North American trend. There are fundamental 
questions of Canadian political structure which are dif- 
ficult enough in themselves to answer without trying to 
fit them into some preconceived mould. 

While constitutionally the United States is a more 
decentralized federal form than Canada with residual 
powers vested in the states ratner than in the national 
government, in practice the situation is substantially 
reversed. This has come about in a number of ways, by 
practical administrative action and by legislative 
processes, especially by conditional grants and joint 
programme, by fiscal policies, through court decisions, 
and less often py constitutional revisions. While there 
have been periods where state-rights attitudes have had 
great strength, over time there has been a continuing 
process of cross-involvement in which the financial 


initiative of the central government in areas of state 
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operations has been of critical importance. 

As in Canada the influence of economic and military 
crises have been of great effect in the strengthening of 
the central power in fiscal and economic fields. But in 
the United States, the lack of strong concentration of 
resistance due to the dispersion of state authority has 
made it less possible for the states to recover ground 
thus lost. In fact, as with President Bisenhower's at- 
tempt to return powers to the states in 1957, they have 
been less than eager to assume their traditional rights. 
The whole federal-state relationshio in the United States 
has from quite early in its history, shown a complex 
chart of inter-connection between federal-state, federal- 
state-local, federal-local, federal-private and federal- 
state-private bodies which is not likely to be easily 
altered. 

While the federal influence pervades in the United 
States, it would be an error to overstate its extent. 
What do the facts tell us about the oartnership? In 
cash outlay, the federal share of total government ex- 
penditure has increased from 34.5% in 1902 to 64.3% in 
1962.” But until the Second World War, combined state 


and local expenditure still exceeded total federal ex- 


i ae Elazar, American Federalism, Crowell, N.Y., 
GOs a lOme 
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penditures. Since 1945 when as a result of war costs, 
the national government's share was well over 90% of the 
total, these proportions have been narrowing to the point 
where local and state spending is now close to 40% of 
total public expenditure, including defence. This is in 
a period when defence and defence related expenditure 
made up some 70% of total federal expenditures. In civil 
functions, state-local expenditure by 1960 had risen to 
70% of the total from 61% in 1948. It would be a mistake, 
however, to ignore defence spending in any assessment of 
federal influence. While not a matter of intergovern- 
mental financial arrangements, the impact of defence 
spending on state economies and on their responsibilities 
can be very great. 

Although from the trends made evident in the above 
figures the drift to centralization in the American fed- 
eral system might appear to have been exaggerated, there 
has been a strong influence of federal power over state 
and local activities. The United States, unlike Canada, 
has never accepted the use of unconditional transfers 
and the aid granted to state-local activities has been 
exclusively concentrated in specific programme areas. 

The result has been that while the total influence has 
not been as great as in the Canadian case, it has been 
directed in such a way that a very important central in- 


fluence over state activities has often resulted. As 
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Elazar notes: "From public welfare to public recreation, 
from national defence to local volice protection, the 
system of sharing has become so pervasive that it is 
often difficult for the uninitiated bystander to tell 
just who is doing what under which hat. The highly in- 
stitutionalized system of federal-state co-operation 
which has developed has become part of the nation's 
constitutional tradition. Under this co-operative sys- 
tem, the federal government, the states and the local- 
ities share the burden for the great domestic programmes 
by making larger governments vrimarily responsible for 
raising revenues and setting standards, and the smaller 
ones primarily responsible for administering the pro- 
Sroaaned’ No 

This has not always been a one-way street with 
federal usurpation of state and local functions being 
the order of the day. In fact in a number of cases, 
federal powers have been shared voluntarily by Congress 
with local governments. 

The pattern of federal activity in the United States 
has, in certain respects, been like our own. There have 
been few cases of actual federal expansion at the expense 
of existing state activities. Federal involverent has 


usually been in the nature of an encouragement of state 


“Ibid., p. 53. 
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activity where no action has been forthcoming to fill 

an accumulating demand. In some respects federal action 
has resulted in an expansion of the scope of state 
governments rather than its retardation. 

While in an administrative sense the degree of 
federal control often has been important, in practical 
terms it has been politically difficult for the central 
government to apply sanctions to state violations of 
federal conditions due to the political involvements. 
The inability of the federal government to resolve civil 
rights questions is quoted by Elazar as an examnvle. 

The situation in the United States is governed by 
two principal factors: first, the very large number of 
governmental units which are involved in greater or 
lesser degree in each others interests (in 1962 well 
over 91,000 separate governmental units were said to ex- 
ist) and, the involvement of these relationships in par- 
ticular public programmes rather than in the broader 
financial relationship of unconditional transfer. 

The result of this has been an extensive complex 
network which tends to become institutionalized in rela- 
tion to particular fields of interest. The overlapping 
jurisdictions and inter-connecting lines of authority 
make the situation difficult indeed to study and even 
more difficult to apply in the policy-oriented field of 


fiscal and economic liaison. 
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As we have already noted, the application of U.S. 
experience to the Canadian situation is complicated by 
the different form of government - in the separation of 
legislative and executive powers. The significance of 
this in any intergovernmental dispute between the feder- 
al and state governments, is that while all have direct 
political appeal, as a court of last resort this is much 
more feasible in the looser party discipline of the 
American system than in the rigid attitudes of the parlia- 
mentary form. Sometimes in fact, the battle may be fought 
in Congress with the Senate as the main field of conflict. 

The influence of interest groups would appear to be 
a more vital force in such matters than we have been ac- 
customed to. In any assessment of the various vehicles 
of co-operation, it is useful to consider the relation- 
ship as a vast access route to a destination where the 
important decisions of government policy are made. Groups 
within governments and without, from the states, from 
local government, from the bureaucracy itself are con- 
tinuously attempting to influence the way in which govern- 
ment decisions are made. The opportunities which are open 
are augmented by the decentralized nature of the party 
system and as a result often suffer from a lack of dis- 
cipline that is essential to the creation of co-ordinated 
public policy. 


Prior to the Truman administration very little 
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effort was made to establish any formal machinery of 
intergovernmental liaison although a great deal of 
effective communication did exist on a particular pro- 
gramme basis. President Roosevelt, who was in office 
in the period of great growth in central power from 
1932 to 1945, believed in a competitive theory of ad- 
ministration, highly personalized, in which formal 
lines of communication had little place. The result 
was that no intergovernmental structure of consequence 
came to be developed in his period. 

It was not that there were no attempts at devel- 
oping lines of communication. In the early 1940's, the 
federal Bureau of the Budget opened a field office on 
the West Coast and the Pacific Coast Board of Inter- 
governmental Relations came about as a result. While 
its initial purpose was to conduct war-related activ- 
ities among federal, state and local authorities, it 
did, on a voluntary basis, develop some useful activ- 
ities in discussions of intergovernmental problems. 
Much of its success seems to have been dependent on the 
interest of those in high authority, including such men 
as Governor Earl Warren of California and the Pacific 
Coast representative of the Bureau of the Budget. Es- 
pecially important was the interest President Truman 
had in the work of the Bureau of the Budget and his 


desire to institutionalize rather than personalize the 
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work of the President's office. 

There is an important lesson here. In matters re- 
lated to policy, unless those at the too are seriously 
interested, the prospects of effective co-operation are 
very limited in the long term. This is further illus- 
trated by the fact that with a change in the presidency 
and in the philosovhy of government under President 
Hisenhower, the field offices of the Budget Bureau were 
closed and the Pacific Coast Board of Intergovernmental 
Relations was disbanded in 1953. 

Particular areas of mutual interest have been the 
subject of a good deal of activity at the inter-state 
level. Most of this came into being in the 1940's in 
fields of state activity such as higher education, 
mental health, civil defence, purchasing, law reform, 
river control, ete. This co-oneration has resulted in 
a goodly number of permanent bodies under inter-state 
agreements often with a regional base. While as a rule 
the federal government.has not been involved unless 
federal funds were in use, there is some evidence of 
an increasing concern in Congress as to the implications 
of developing inter-state relationship. There is also 
some evidence of a desire in some programme areas to 
draw the federal government into the compact or partner- 
ship, in order that the power and authority of that 


government may be used for the objectives. Graves raises 
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some question as to the ultimate effect of this develop- 
ment.> 

In the more general field of inter-state co-over- 
ation, there are two bodies of particular interest: the 
Council of State Governments and the Governors' Confer- 
ence. 

The Council of State Governments is an intergovern- 
mental agency created in the 1920's and supported by all 
the states. Its basic purpose is to assist in the in- 
provement of state governmental practice, to help in 
solving inter-state, regional and national wide vroblems 
and generally to facilitate the easy functioning of fed- 
eral-state relations. The Council maintains a permanent 
organization and provides the secretariat for many 
special conferences and associations connected with 
these inter-state activities. It undertakes research 
in contemporary problems often at the request of one or 
more states. On occasion it has acted as an arbiter in 
interstate disputes. 

The Council has acted to facilitate interstate co- 
operation in two particular ways: 1) by programmes of 
joint action among two or more states, usually region- 


ally related; 2) by joint studies among all states or 


3W.B. Graves, American Intergovernmental Relations 
N.Y., Scribners 1964, p. 608-610. 
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those to which a problem is particularly relevant. While 
successful in the technical and programmatic aspvects of 
its work, the impact of the Council on the broader fields 
of federal-state relations appears to have been limited. 
This may in some part be attributed to its rather cath- 
olic nature. Renresentative as it is OLLI Tby wiatsnor 
vastly different interests, its development of a consensus 
on matters of policy is a matter of some difficulty. 

The Governors! Conference was convened by the first 
President Roosevelt in 1908 to consider natural resource 
conservation. It serves a more political purpose than 
the Council of State Governments. While on occasion it 
has proved a useful device for co-ordinating state efforts 
with the federal government in times of emergency, it has 
not been averse to groupings in supnvort of special re- 
gional interests. 

Any assessment of the Governors' Conference as an 
instrument of intergovernmental co-operation is diffi- 
cult. It is perhaps indicative of its lack of positive 
influence that it has attracted relatively little public 
interest. While those authorities that have concerned 
themselves with it seem to agree to its utility in prin- 
ciple, it is difficult to find any detailed assessment 
of it as an institution. At best it seems to have had a 


modest influence on the development of public edltetes:* 


"Glen Brooks, When Governors Convene, Baltimore, John 
Hopkins, 1961, pp. 109-126. 
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Having extensive resources at its disposal, the 
Conference has grown into a permanent extra-constitutional 
body complete with its own bureaucracy, constitution, 
procedures and committee system. Brooker has enumerated 
three basic functions of the Conference. First, it en- 
ables the governors to direct group political influence 
on the central government, although with political rival- 
ries this pressure does not appear particularly effec- 
tive. Second, the governors are all given opportunity 
to study and discuss mutual problems. Third, the gov- 
ernors are given a nation-wide forum for their various 
political activities, ambitions, an opportunity they 
seldom neglect in election years. Whether these func- 
tions justify the existence of the Conference is open 
to question in the minds of some of its observers. 

Legislative involvement is an important influence 
in intergovernmental relations in the United States, 
certainly more so than in Canada. While Congress has 
always maintained its prerogative of an active interest 
in the administrative branch, it was only in 1946 under 
the Legislative Reorganization Act that formal sanction 
of this interest was provided. This act specifies that 
the standing committees of Congress on government oper- 


ations in each house: 


meer oleae 


t,,.shall exercise continuous watchfulness of 

the execution by the administrative agencies 

of any laws, the subject matter of which is 

within the jurisdiction of such committees." 

The operative body in the field of intergovernmen~ 
tal relations has been the Sub-committee on Intergovern- 
mental Relations. The interest in federal-state liaison 
has been of increasing importance since the mid fifties. 
Between 1955 and 1957 the House Sub-committee undertook 
a comprehensive investigation of the question of the 
implementation of the recommendations of the Kestnbaum 
report on federal-state relations. It also held exhaus- 
tive investigations on the Report of the Joint Federal- 
State Action Committee in 1957, and on the proposals 
for the appointment of a permanent advisory committee 
on intergovernmental relations in 1959. 

While both these sub-committees have done and do 
effective work, that the House of Representatives appears 
to enjoy greater prestige within the Congressional Com- 
mittee hierarchy, perhaps as a result of its greater 
activity. It is in the review of programmes in oper~ 
ations that the Congressional committees appear to serve 
their most effective purpose. 

Since 1947, there has been almost continuous agi-~ 


tation in the United States Congress for the establishment 


see W.B, Graves, American Intergovernmental Rela- 
tions, N.Y., Scribners, 1964, pp. 900-904, 


- 325 - 


of a body concerned in intergovernmental affairs, al- 
though the idea does, of course, go back much further. 
The first Hoover Commission in Governnent overations 
in 1949 proposed the creation of a continuing agency 
in federal-state relations with resvonsibilities for 
study, information and guidance. But it was not until 
1953 that specific action was taken through the appoint- 
ment of a temporary Commission on Intergovernmental 
Relations (the Kestnbaum Commission). This Commission 
was directed inter alia, to study the proper role of 
the federal government vis-a-vis the States, and to 
clearly delineate respective jurisdictions for each 
level of government. In its final report (1955) the 
Commission stated that "the proper functioning of the 
federal system requires that concentrated attention be 
given to interlevel relationships", and it recommended 
the establishment of a body to effect these. 

The result of this was the creation by the Act of 
Congress in 1959 of the -Advisory Commission on Inter- 
governmental Relations. It is a unique organization in 
that while it is a legal creation of the United States 
Government and is suoported solely by it, it is repre- 
sentative of a wide range of American public life. It 
is a body of twenty-six members drawn from the following 


sources: 
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1) six appointed by the President, three of 
whom are members of the executive branch 
of the government and three private 
citizens, all of whom shall have had ex- 
perience or familiarity with relations 
between levels of government: 


2) three appointed by the President of the 
Senate, who shall be members of the 
Senate: 


3) three appointed by the Speaker of the 
House of Representative, who shall be 
members of the House; 


4) four appointed by the President from a 
panel of at least eight governors sub- 
mitted by the Governors' Conference: 


5) three anpointed by the President from a 
panel of at least six members of state 
legislative bodies submitted by the 
Board of Manager of the Council of 
State Governments: 


6) four appointed by the President from a 
panel of at least eight mayors sub- 
mitted jointly by the American Municipal 
Association and the United States Con- 
ference of Mayors: 

7) three appointed by the President from a 
panel of at least six elected county 
officers submitted by the National 
Association of County Officials: 

Certain restrictions are placed on political affil- 
lations so that there can be limits on the extent of the 
partisan approacn. Members are appointed for two years 
but are eligible for reappointment. 

The purpose of the Commission is best set out by the 
"Declaration of Purpose", which makes up Section 2 of the 


Act under which it was formed. These are to: 


1) 


2) 


3) 


4) 


» 


6) 


7) 
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bring together representatives of the 
Federal, State, and local governments 
for the consideration of common problems: 


provide a forum for discussing the admin- 
istration and consideration of federal 
grant and other programs requiring inter- 
governmental co-operation: 


give critical attention to the conditions 
and controls involved in the administra- 
tion of federal grant programs: 


make available technical assistance to the 
executive and legislative branches of the 
federal government in the review of pvro- 
posed legislation to determine the overall 
effect on the federal system: 


encourage discussion and study at an early 
stage of emerging public problems that are 
likely to require intergovernmental co- 
operation: 


recommend within the framework of the 
Constitution, the most desirable allocation 
of government functions, responsibilities 
and revenue among the several levels of 
government and 


recommend the methods of conducting and 
simplifying tax laws and administrative 
products to achieve a more orderly and 
less competitive fiscal relationsnip be- 
tween the levels of government and to 
reduce the burden of compliance for tax- 
payers. 


While in terms of such institutions, it is perhaps 


early to make any definitive judgment, the general con- 


sensus is that the Commission has overated with a good 


deal of success in fields of technical rather than of 


philosophic application, especially in fiscal and eco- 


nomic areas. 


To a substantial degree, the Commission's success 
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may be attributed to three cardinal features, perhaps 
in some respects less than common in such organizations: 


1) it has produced first class research 
work: 


2) it has operated on an economical and 
efficient basis within a relatively 
modest budget (it had a total staff of 
23 in 1966, of whom 10 were profession- 
als): 

3) it has produced a ready source of 
technical assistance and effective 
communication for all branches of 
government. This service is regarded 
as a highly satisfactory one by the 
Committee on Government Operations. 

While there was some opposition to its appointment 
from within the executive branch of the federal govern- 
ment, this seems to have been largely overcome. In- 
formed people now seem to agree that the work of the 
Advisory Commission has inspired federal, state, and 
local government officials to make more concentrated 
efforts toward the improvement of intergovernmental 
liaison, than would otherwise have been possible. 

While its influence on actual executive decision- 
making and on the form and nature of American federal- 
ism have not been all that great to date, there would 
seem to be a very good chance that the Commission will 
have an increasing role in federal-state-local rela- 
tions in the future. As in all these things, much will 


depend on the continued interest of the political 


ARO 


masters and the excellence of the vermanent Pec ounheiee 


The Commonwealth of Australia 


At first glance one would expect to find a great 
deal of similarity between the development of Australian 
federalism and that in Canada. Both are countries of 
great geographic extent. Both were outgrowths of the 
British parliamentary system. Both were at early stages 
in a period of rapid economic growth. Australia as a 
developing country has faced problems which in many ways 
are like those Canada has faced but there have been a 
number of important differences which have influenced 
the manner in which this development has taken place. 

Australia, as a reasonably homogeneous country in 
terms of its population, historically has faced a 
smaller variety of stresses on its national identity 
than Canada, even though at times some have been in-~ 
tense, Those it has had have been largely in areas of 
fiscal and economic policy, and on occasion they have 
operated with considerable force. As a leading Aus- 
tralian authority, Professor Sawer has said "... if 


Australian experience illustrates the truth of Dicey's 


7For further information see the Annual Reports of 
the Advisory Commission in Intergovernmental Relations, 
Washington, Government Printing Office, and D.S. Wright, 


in Public Administration Review, Vol. XXV, No. 3, Sept. 


- 330 - 


phrase that Federalism is legalism, it also suggests that 
Federalism is finance." 

Australia has found, as has Canada, that the equat- 
ing of revenue resources with government functions for 
both levels of government in a federation is a difficult 
objective. The fundamental problem is that familiar if 
elusive end, the determination of priorities. And even 
if the relative significance of functions does not change, 
any balance between functions and tax revenues will be 
difficult to maintain since some taxes exhibit much 
greater flexibility of return than do others. 

Much more than in Canada, except in the period of 
the war and post-war years, there has been a progressive 
tendency in Australia for the control of fiscal power to 
become centralized. This has been true particularly of 
the revenue sources, and as the expenditure demands have 
grown in the states, their dependence on the bounty of 
the Commonwealth has been emphasized. 

Constitutionally, the Australian states have a 
stronger position than the Canadian provinces relative 
to the central government. The Commonwealth has few 
exclusive powers and most powers are concurrent in 
nature but with the law of the Commonwealth prevailing 
in cases of inconsistency. What has happened in Aus- 
tralia is a good example of the influence of fiscal 


forces in a federation where the normal centripetal 
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influences of today's society are not modified by impor- 
tant social or cultural factors. Despite its more lim- 
ited constitutional power in Canadian terms, the Common- 
wealth Government has been able by virtue of its finan- 
cial powers to establish a strong position. This it 

has been able to maintain, despite the increasing re- 
sponsibilities of state government in a large dispersed 
geographic area demanding a substantial degree of admin- 
istrative decentralization. 

In its path toward fiscal control, the Common- 
wealth Government has utilized the ovpnortunities pro- 
vided by economic and military crises, to establish its 
power. In the process it has been supported by deci- 
sions of the High Court much more favourable to its case 
than were the Privy Council decisions to the Dominion 
Government in Canada. A very few key constitutional 
amendments have also served to reinforce its vosition. 

One might too easily assume that the Australian 
states have sold out all their effective governing 
power. This is not the case for they enjoy legislative 
autonomy in a wide field of public activity and while 
heavily dependent on federal funds, these have usually 
been untied. Conditional financial assistance, para- 
doxically perhaps, has been relatively limited to a 
few specific purpose grants. 


Nevertheless, an examination of the situation has 
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led most observers to the conclusion that the principle 
effective power is exercised by the Comnonwealth and 
that there is no strong and consistent political oppo- 
sition to a continuance of the trend although the states 
are not without their advocates. 

The develooment of Australian federalism is thus 
really a history of financial relationships. It falls 
into six main periods since the union was formed in 
1901. For our purposes these are important not in them- 
selves but for what they tell us of the growth of fed- 
eral political administrative institutions. 


1901-19190 


Under Section 96 of the constitution, the Common- 
wealth was given vower to provide such financial assist- 
ance to the states as it saw fit. This flexibility was 
the root cause of much of the negotiations mixed with 
controversy that were characteristic of this formative 
period in the centre-state relationships. In this phase 
of the federal development the pattern of frequent con- 
sultation was established as a matter of necessity. 
There was particular emphasis on inter-state meetings 
in which efforts to develop a united front were not un- 
common. The Comnonwealth was often invited as a guest 
to those meetings but not as an active participant. 


These inter-state meetings usually took place on a high 


pei ate 


political level and developed into what came to be known 
as the Premiers' Conferences. They were in fact not a 
new development but a continuation of the Inter-Colonial 


Conferences which had preceded federation. 
Q-1 


In this period the growth of the financial author- 
ity of the Commonwealth became manifest. The financial 
agreements of the previous period had not proved satis- 
factory to the states whose difficulties were compounded 
by the burden of heavy investment for development pur- 
poses, the returns on which, as is often the case, were 
unduly delayed. 

Problems of state revenue and the assumption of 
state debts which had been provided for on a permissive 
basis in the constitution, dominated much of the nego- 
tiations of this period, The situation was further com- 
plicated when in 1915, as a result of war needs, the 
Commonwealth entered into the field of income taxation 
which had been an area of sole state interest although 
at low rates. 

In 1920 a Commonwealth Royal Comnission was ap- 
pointed and reported that there should be a clear divi- 
sion of tax fields with the central government control- 
ling the income tax exclusively. The states were to 


have sole rights to other direct taxes including probate 
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and successions, land and entertainment. 

No agreement could be reached but a est step to- 
ward effective co-operation resulted in the tax collec- 
tion agreements between the Commonwealth and West Aus- 
tralian governments for the collection by the centre of 
all state taxes. In 1923 all states other than West 
Australia undertook the collection of Commonwealth in- 
come taxes. 

Unsuccessful proposals were made in 1923 for the 
states to assume the personal income tax for five years 
as a step in settling the recurrent financial squabbles. 
In the same year the first conditional grants for Com- 
monwealth aid to state road construction was made. This 
was greeted with the now familiar arguments of federal 
interference and the distortion of state spending prior- 
ities. 

Matters came to a head in 1926 when after an un- 
successful attempt to reach a solution by a revision of 
the unsatisfactory system of per capita grants was re- 
jected, the Commonwealth unilaterally proposed to dis- 
continue them. A conference of the Premiers was called 
which the Prime Minister declined to attend. As a re- 
sult of concerted state opposition, the bill to cancel 


the per capita payments was not proceeded with. 
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1927-194) 


A Commonwealth-state conference was convened in 
June 1927 and new financial proposals were made involv- 
ing the take over by the national government of the 
state debt offset by the discontimance of the per cap- 
ita payment. The final result was an important one for 
the Australian intergovernmental fiscal relationships. 

The Financial Agreement Act of 1927 provided for 
the take over of state debts and the adjustment of 
interest and sinking fund charges. But from the point 
of view of our interest here, the most important result 
was the establishment of the Australian Loan Council. 
This body's powers cut seriously across some of the 
principles of responsible government in that they de- 
prived the Commonwealth and State parliaments of the 
power to borrow independently. This power was con- 
ferred upon a supra-legislative body representative of 
state and Commonwealth governments. 

The 1927 financial proposals were eventually 
accepted by all states and in 1928 were the subject of 
a constitutional amendment. 

This financial agreement was the centre of Common- 
wealth-state fiscal activities for this period to the 
early years of World War II. The Australian Loan Council 
became the controller in fact of national economic policy 


in the depression of the 1930's with the related and 
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overlapping Conference of Premiers' from whence came the 
three-year plan of economic rehabilitation known as the 
Premiers’ Plan. 

The period of the 1930's was one of great diffi- 
culty for Australia. The rigors of economic depression 
resulted in some acrimonious controversies highlighted 
by the New South Wales debt default and the unsuccess-= 
ful attempted secession of West Australia. It is a 
measure of the central power that the Commonwealth was 
able to make good the state default and unilaterally 
recover the cost from payments due to that state. The 
affair eventually led to the dismissal of the state 
government. 

It became clear early in this period that the 
problems of regional disparities were not going to be 
solved by the basic financial provisions alone and it 
was as a result that the Commonwealth Grants Commission 
was established in 1933 to report and recommend on 


matters of special financial aid. 
1942-1946 


As in Canada, the demands of war finance made 
federal activity in fields of state interests unavoid- 
able. In June 1941, the Prime Minister proposed that 
the states should vacate the income tax fields for the 


war in return for federal grants. 
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The actual proposal had much in common with our 
experience under the Wartime Tax Agreements. Acting on 
a report of an independent committee, the Commonwealth 
proposed that the state should relinquish the income 
tax fields for the required veriod of the war plus one 
year in return for grants based on the level of collec- 
tions in each state from that source. 

Unlike in Canada, surprisingly enough, the states 
rejected the proposal. One must assume that their much 
more active exverience with federal financial relations 
under the Financial Agreement of 1927, had made them 
somewhat less trusting of federal intentions. 

The Commonwealth Government under the circum- 
stances had little option but to vroceed and by mid-1942 
had achieved its objective by four federal statutes. 
These gave the Commonwealth Government priority over the 
states in income tax for the entire duration of the war 
plus one year. Payments were provided to each state 
equal to the average return from the tax in the period 
1939-1941 on the condition it ceased to levy state in- 
come tax. Legal provision was made for a federal pro- 
gressive income tax. And there was to be a temporary 
transfer of state tax records and personnel the Common- 
wealth for the period of the agreement. Obviously this 
was a drastic solution which took no account of the 


relative position of the state vis-a-vis the use of 
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these tax fields. 

The constitutionality of these acts was challenged 
in the High Court but was upheld. 

Subsequently in 1942, provision was made for uni- 
form entertainment tax on a reimbursement basis and for 
additional financial contributions to states on a needs 
basis where the reimbursement grants could be demon- 


strated to be inadequate. 
Post-War 


The Commonwealth Government was greatly attracted 
by its experience with uniform taxation. At a Common- 
wealth-state conference in January 1946 it proposed to 
continue it indefinitely. The reasons advanced were 
similar to those we have been familiar with in Canada. 
In the words of Prime Minister Chifley the need was 
stressed "not only to ensure that sufficient revenue is 
raised in the most economical way to finance the in- 
creased commitments of the Commonwealth, but also, by 
reason of uniformity in the incidence of income taxa~ 
tion, to assist the Comnonwealth to implement success- 
fully the requisite financial policies required in con- 
nection with matters (such as the maintenance of high 
levels of employment) which affect the Australian econ- 
omy as a whole." 


Despite state protests as to the need for regional 


OO 


flexibility in tax volicy which they felt could only come 
with their participation, the Commonwealth was determined 
to proceed in what it regarded as the national interest. 

However adjustments were made in the reimbursement 
payments by bringing in growth factors of population and 
wage index changes. In the years following, a number of 
other alterations were made and more complex indices 
were introduced into the calculations. Eventually the 
reimbursement payments reached a point where they now 
have little real relationship to the amount of income 
tax collected in each state. They have become straight 
financial payments. 

All through this period the problem of the payment 
in tax reimbursement to the states was the principal 
topic at the annual Premiers' Conferences. While, as 
noted some arbitrary changes in the bases of payment 
were made and the resumption of state taxation was dis- 
cussed, the Commonwealth was determined to maintain its 
position and little of consequence was changed. Victoria 
challenged the validity of the uniform tax legislation 
but a judgment of the High Court in 1957 upheld the fed- 
eral position in most important respects. 

By 1959 it was clear that further adjustments were 
going to be required. At the Premiers! Conference in 
June of that year, new Commonwealth proposals were sub- 


mitted. Under the new States Grant Act of 1959 it was 
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proposed that the payments no longer be regarded as tax 
reimbursement grants but be recognized as straight finan- 
cial assistance payments. 

Despite the constant bickering that went on between 
the Commonwealth and the states and on occasion among the 
states themselves, the rather lop-sided financial arrange- 
ments were generally accepted in principle. There does 
not seem to have been any real opposition except in de- 
tail to the equalization effects which have strongly 
favoured the relatively poorer states. This is perhaps 
a good measure of the strength of the federation itself. 

Since 1959, the Premiers' Conference has continued 
to be the main scene of most of the argument about fi- 
nancial assistance. In fact this has been its principal 
reason for being. Problems of public financing have 
been dealt with through the interlocking machinery of 
the Loan Council. Despite the existence of the Common- 
wealth Grants Commission the great bulk of the financial 
transfers have been a matter of unilateral Commonwealth 
decision or of negotiation at the political level sub- 
ject to all the pressures which operate under such 
circumstances. 

In 1965-66 the total of financial assistance grants 
to the states was 70.6% of all Commonwealth-state pay- 
ments. Specific purposes grants made up another 25.7% 


while the specific grants of the Commonwealth Grants 
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Commission were but 3.7% of the total. Under these con- 
ditions an examination of the institutions and vrocesses 
of intergovernmental liaison in Australia needs to be a 
cautious one. It is easy to exaggerate the objective 
nature of the processes which seem to be, more than most 
people believe, essentially a political division under 
strong central dominance, 

If one looks carefully at the results it is not 
too difficult to conclude that many of the federal in- 
fluences as we know them in Canada do not avvly with 
force in Australia. In essence some observers believe 
a widely decentralized unitary state may be the answer 
to the oroblem of government there rather than the fed- 
eral form although this solution would not likely be 
politically acceotable to the states. 

There are three varticular institutions in Aus- 
tralia that we should look at in the circumstances of 
their operation and with respect to their purpose and 
importance, in the Australian federal scene. The 
Premiers' Conference or more properly the Conference of 
Commonwealth and State Ministers, the Australian Loan 
Council and the Commonwealth Grants Commission. Each 
serves a particular purpose although the total objec-= 
tives are usually closely related. There are as well 
a number of other liaison groups such as the Standing 


Committee of Federal and State Attorneys-General and 


le 


regular conferences of the Agriculture ministers but these 
serve a special purpose not directly related to our par- 


ticular concern. 


The Conference of Commonwealth and State Ministers 


The Conference of Commonwealth and State Ministers 
is better known by the name of the Premiers' Conference. 
Following federation in 1901, the states of the new Com- 
monwealth continued the practice of meeting and for the 
first twenty years or so after federation these confer- 
ences were called in the main on the initiation of the 
states themselves. For a number of years the secretar- 
iat was provided by New South Wales. 

In the earlier years the Comnonwealth was often 
represented by the Prime Minister or other ministers in 
the capacity of a guest rather than as a member of the 
conference. But as the situation became more and more 
one of a federal-state relationship the Commonwealth 
took a more vital role and after about 1920 was assuming 
the initiative in calling the meeting, although the 
state premiers often met sepnarately at the same occasion, 

As financial matters usually dominated the dis- 
cussions, the Prime Minister and the Treasurer usually 
represented the Commonwealth. There were other minis- 
ters present when matters of their departmental inter- 


ests were involved. Similarly, the states were repre- 
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sented by the premier and the deputy premier or treasurer 
and such other ministers who might be directly concerned. 

While strictly speaking a separate organization 
with separate functions, since the establishment of the 
Australian Loan Council in 1929 under the Financial 
Agreement Act of 1927, the Premiers’ Conferences have 
been held in conjunction with Loan Council meetings. 
Under the accepted procedure the Conference can thus be 
called on the initiative of the Commonwealth alone or 
on the request of three states. Custom requires that 
there be at least one meeting each year and further con- 
ferences are called to cope with special problems that 
may from time to time arise. 

Some additional importance has been attached to 
this institution by the fact that the Senate, which was 
originally intended to represent the states, has failed 
to play this role because of strong party allegiances. 
This is an interesting contrast to the development in 
the United States which was the model for a good deal 
of the Australian plan. This may be a confirmation of 
one of the problems of federalism in tne parliamentary 
system to which we referred previously. 

From its inceotion up until the Financial Agree- 
ment Act in 1927, the Premiers' Conference acted mainly 
as a forum for the protection of the States' financial 


interests and to a much smaller extent as an agency for 
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the development of co-operative solutions to other mutual 
problems of Australian federation. After 1927, the con- 
ference assumed a more effective role as an agency of 
federal-state co-operation, perhaps due to the fact that 
from 1927 until 1941, grants were not a fundamental and 
contentious issue. During the depression years, the 
Premiers' Conference did play a useful role in securing 
some degree of co-ordination in economic policy between 
the Commonwealth and the states. 

But with development of the uniform taxation policy 
of 1942, financial relations again assumed first impor- 
tance and the guestion of distribution of the tax reim- 
bursement grants has been the centre of strong and often 
acrimonious debate. 

In many ways, the Premiers' Conference shows strong 
similarities to our own plenary Federal-Provincial Con- 
ference, although much smaller in size. There is an 
equivalent lack of formal organization which often has 
made for preconceived rather than objective consider- 
ations of particular problems. It has also been unsuc- 
cessful in achieving an acceptable division of resources 
between the centre and the states and has never made any 
serious attempt to tackle the problems of priorities of 
state and Commonwealth functions. By the very nature 
of its problems it has been dominated by the Commonwealth 


Government as the only force from which definite decisions 
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could flow. The problem in short has been that it too 
has tried to settle by oragmatiec and volitical means 
questions which can only respond to solution through 
careful and objective consideration from a basis of 
principle. 

While the conference has not served as fully the 
useful purposes that it might, it has contributed to 
the recognition of issues and in some cases to their 
resolution. The shortcomings are not those of its form 
but rather of the manner in which it has been operated 


in the political context of financial rivalry. 


The Australian Loan Council 


With respect to public borrowing, three main prob- 
lems arise in a federation. First, there is that of 
determining the total amount of funds which can or should 
be borrowed by the various governments. Secondly, there 
is the problem of deciding how such funds should be dis- 
tributed among them and thirdly, the question of what 
purposes should receive prior access to the funds made 
available. 

In Canada we have been content to let the forces 
of the market prevail in the first two, largely from 
choice but perhaps in some part due to our own inability 
to devise an acceptable method of reaching agreement on 


the issues involved. The question of the determination 
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of such priorities has received inadeguate attention 
even within governments not to mention its place as an 
exercise in intergovernmental co-operation. 

As part of the solution to the problem of Common- 
wealth-state financial relations developed under the 
Financial Agreement Act of 1927, Australia developed a 
mechanism for a joint solution to the problem of deter- 
mining total government borrowing and its allocation 
among governments. On the tnird problem of allocation, 
Australia made an effort following the outbreak of World 
War II by the appointment of a Co-ordinator-General of 
Works. This operated during the emergency period but it 
is no longer a practical influence in the settling of 
relative government priorities. 

The problem of the state debts in relation to the 
credit of the Commonwealth was a difficult one from the 
beginning in Australia. The difference in level of 
debt was difficult to work into concerted plan and there 
was as well a considerable reluctance on the part of 
some of the states to surrender their freedom to the 
central government in the light of their own development 
ambitions. 

Nevertheless the whole question of the assumotion 
of the state debts and the central control of public 
borrowing continued to receive periodic attention. With 


the heavy borrowings of World War I, the Commonwealth 
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Government began in earnest to seek means of achieving a 
better regulation. A temporary central control for 
three years following the war was proposed to cover the 
most serious period of refunding. This was the first 
serious effort the Commonwealth Government had made to 
influence the states. In vrevious periods it had been 
able to cover its own full reguirements without resort 
to the cavital markets. 

It was not found possible to reach formal agree- 
ment due to the reluctance of New South Wales and Vic- 
toria, the most populous and wealthy states, to relin-~ 
guish any of their financial freedom. As a compromise 
solution after facing oractical difficulties with the 
London market varticularly, the Commonwealth Treasurer 
proposed at the 1923 Premiers! Conference that the states 
and the Commonwealth should confer voluntarily with re- 
gard to their market intentions. This voluntary loan 
council consisting of the treasurers of the various 
governments was to be responsible for advising on, but 
not controlling, public market activity. 

The voluntary loan council met for the first time 
on February 1, 1924 and continued its activities until 
the formation of the Australian Loan Council as a statu- 
tory body under the Financial Agreement Act of 1927. On 
the whole it served a useful function although New South 
Wales failed to co-operate after 1925 largely because it 
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felt its independent efforts were more rewarding. 

In 1926 however, Australia's credit began to come 
under pressure in the London market due to heavy bor- 
rowings and an unsatisfactory sinking fund policy. A 
number of factors led to strong financial pressures on 
the Commonwealth Government to link control of public 
borrowing and the assumption of state debts, with the 
general question of the financial relations between the 
Commonwealth and the states. In June 1927, the pro- 
posal was made at a Premiers' Conference for the assump- 
tion of state debts by the Commonwealth with the Common- 
wealth Government contributing toward the interest costs 
to the amount of the per capita payments, the states 
paying the rest. There were other provisions, including 
joint sinking fund contributions, but the most important 
was the proposal for the formalization of the loan coun- 
gs iS kek 

Two quite contrary factors worked toward state 
acceptance of the proposal. The voluntary scheme had 
shown the value of even limited co-operation. The Com- 
monwealth made it clear that it was insisting on its 
proposals as part of the re-organization of the finan- 
cial terms. It was a power play, but in a good cause 
as the states anparently recognized. 

The Australian Loan Council as established under 


the Financial Agreement Act of 1927 is an unusual supra- 
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legislative body. It consists of one minister from each 
state, generally the premier, not the treasurer. It is 
the practice for the treasurer of the Commonwealth to 
represent the central government. The Commonwealth 
representative serves as chairman and has two votes and 
a casting vote, while each state is limited to one vote. 
Thus the Commonwealth with the support of two of the six 
states can control the Council. Meetings of the Council 
are normally held annually usually in June before the 
close of the financial year, but three states may re- 
quest that a meeting be held at any time. 

The essential functions are in vrincinle what one 
would expects 


1) the annual amount that is to be borrowed 
in the next year, and 


2) the apportionment of this amount among 
the members, 


The determination of the annual amount to be bor- 
rowed is a matter for the Council but as the Commonwealth 
has the effective voice, the greater technical knowledge 
and the support of the Commonwealth Bank, its judgment 
is the influential one. In matters of distribution the 
situation is not quite so clearly defined for it must be 
on the basis of unanimous decision. Failing this, the 
Commonwealth is entitled to one-fifth of total borrowings, 
with each state to that proportion of the remainder that 


its net loan expenditure in the preceding five years 
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bears to the net loan exvnenditures of all states during 
the same veriod. Defence borrowings are excluded from 
Loan Council control. 

This formula is rigid and has been criticized on 
the grounds that it bonuses vast extravagance and penal- 
izes thrift but the negotiators at the time were more 
intent on avoiding endless controversy than they were 
in developing the ideal answer. J.A. Maxwell in his 
recent study of the Loan Council has noted: "Despite 
frequent threats the formula has never been applied. 

It has stood as a sanction - a shot-gun behind the door, 
to bring states reluctantly to unanimity." 

The Loan Council has been faced with a number of 
difficulties in the course of its life. Two in par- 
ticular caused problems before they were satisfactorily 
dealt with. In the original procedure temporary bor- 
rowings were considered to be outside the Council's 
jurisdiction. It was soon found however that some 
states were finding it advantageous to finance longer- 
term obligation in this manner. There were two good 
reasons for this, the rate of interest was lower and 
the amount was in addition to that provided under the 


Council allocation. Eventually it was necessary to 


Sala. Maxwell, Commonwealth-State Financial Rela- 
tions in Australia, Melbourne, 1967, p. ° 
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bring such temporary borrowings under Council control. 
The other problem concerned borrowings by semi-govern- 
ment and local authorities. These are not within the 
financial agreement and the Loan Council has no longer 
control over them. However, an informal control was 
approved by way of a ‘gentleman's agreement'. While 
this is not the ideal solution and leaves the control 
of the Council open to evasion by any state that wishes 
to create such special bodies for borrowing which would 
not be approved by the Council, it is the best that can 
be arranged and so far has worked reasonably well. 

Two other developments which were not part of the 
original formal plan have served to strengthen the 
position of the Commonwealth within the Loan Council. 
The Comionwealth consistently since World War II has 
had little difficulty in balancing its budget and has 
been able to meet both its current and its capital re- 
quirements from revenue. With borrowings for defence 
excluded, the demands of the Commonwealth in its share 
of Loan Council borrowings has been negligible. The 
result is its position is considerably more objective 
than it might be under other circumstances, On the 
other hand, not only has the Commonwealth not been a 
borrower but it has in fact been a supplier of funds. 
In years when the assessment of market capacity has 


been below the programme requirements, the Commonwealth 
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has met some part of the deficiency by sunplying special 
loans from its own funds on terms and conditions similar 
to those offered for public loans raised in Australia 
during the year. Rather than being one borrower of 
seven, the Commonwealth is now in the position of being 
one of the principal creditors of the states. 

In assessing the value of the Australian Loan 
Council it is necessary to consider its accomplishments 
in relation to the three problems of public borrowing 
control which we outlined earlier. 

The problem of estimating the total amount of funds 
likely to be available is of course linked with the abil- 
ity of the body to provide more funds at a better rate of 
interest than would otherwise be available. Related to 
this is the ability to influence the total amount of 
funds available for public spending. There does not seem 
to be any question that through its co-ordination of 
government borrowing, the Loan Council has been able to 
make available to the states more funds than would other- 
wise have been available, at least at equivalent rates 
of interest. 

The influence on total amount of public spending is 
considerably less clear. One might expect that decisions 
would be taken in relation to the needs of the econony, 
expansionary or deflationary, but this does not appear to 


have been the case. As Maxwell points out, the adminis- 


aban 


tration of the Loan Council is not organized to make such 
policy decisions. Its decisions on total spending are 
related to the appetite of the states and the capacity 

of the market rather than to any questions of desirable 
levels of economic activity. However, it may in the 
process of restraint have added its influence to moderate 
any perversity that might otherwise have occurred in the 
state capital programmes. This would apply particularly 
with respect to the sunplementary loans which the Com- 
monwealth provides from its own resources. 

Its success in achieving a useful division of funds 
among the various participants is much more open to ques- 
tion. In practical terms, the Council, which might have 
grown into an effective experiment in resource alloca~ 
tion, has instead provided a purely mechanical function 
in its overation as an allocator. The fixed share of 
loan funds based on past experience cannot be justified 
on any economic grounds. No competent cost-benefit 
analysis has been attempted and in fact, the Council 
has never, as far as we can determine, attempted to equip 
itself for such a task, unless one accepts the short- 
lived influence of the Co-ordinator of Works. States 
are inclined to take their share regardless of need lest 
their future position be effected when the need is greater. 
It can be thus argued that the Loan Council may promote a 


mis-allocation of cavital resources and in this respect 


ela 


it fails in the third criteria of acting in the setting 
of priorities. If each state had to borrow independent- 
ly a good deal more careful scrutiny might have to be 
given than when the share of total funds is determined 
not on merit but on an automatic process. 

There are a number of refinements that could be 
made in the Loan Council's processes. It would seem 
that while it has provided funds at a more reasonable 
cost than would otherwise have been available and has 
exercised some measure of control in volume, there is 
no proof that equally effective control might not have 
been exercised by normal market forces. In fact, by 
the political necessity of providing funds by special 
loans where market resources were inadequate, it may 
have in fact contradicted one of the fundamental advan- 
tages of cavital fund control. 

There would seem to be good reason for such an 
institution as the Australian Loan Council in times 
when market conditions require special restraints. In 
a debtor nation like Australia or Canada, there may be 
a good case for such influence where external borrowings 
and problems of the international balance of payments 
are concerned. But the results will not meet the full 
potential of such a body until much more developed 
approaches are taken to the assessment of priorities 


and the allocation of funds arerelated to the public 
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benefit and not merely to past experiences. Whether such 
an approach is politically possible except in a time of 


extreme crisis has yet to be answered. 


The Commonwealth Grants Commission 


All federations face the difficult question in some 
degree of equalizing the fiscal capacity of their various 
regional units. The need follows from basic differences 
in resources and economic capacity, from internal and ex- 
ternal influences and sometimes, it is argued, from dis- 
abilities wnich are the direct result of national policies. 
The problems of dealing with these questions of regional 
disvarities in government income and the resultant level 
of services is complicated to a very considerable degree 
by economic and social arrangements and the effect of such 
action on the total national product. The pressure of the 
question becomes more intensive with the increase in re- 
sponsibilities of the regional political divisions. 

Where these responsibilities are small the problem is of 
no great significance but where there are larger units and 
the extent of regional power is important, these adjust- 
ments tend to assume considerable stature. 

The problem's importance depends too, on the value 
that the citizens of the whole federation attach to the 
concept of a measure of equality in public services re- 


gardless of the sub-division of the country in which 
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people live. Much denends on this national attitude. 

In Australia the idea of regional equality has probably 
received longer and more widespread acceptance than is 
the case in either Canada or the United States. Largely 
perhaps as a result, Australia has been a world leader 
in its attempts to develop an institution and techniques 
to meet the situation. 

From the beginning, the Commonwealth has used 
special financial adjustments in its relations with the 
states. Special provision was made in the constitution 
for West Australia in the customs tariff. Subsequently 
special payments were made to West Australia, South 
Australia and Tasmania. 

In the 1920's a good deal of pressure began to be 
exerted on the Commonwealth to recognize the tariff as 
an active influence on these regional differences. The 
Commonwealth resisted any acknowledgment of this anproach 
although its grant, in some respects, had been an ac- 
centance of the alleged facts. It soon became obvious 
tnat some better solution had to be found to the adjust- 
ment question and finally at the Premiers' Conference 
of 1932, South Australia proposed a permanent committee 
to consider the whole guestion of the fiseal disabilities 
of the states, This proposal was supported by the Com- 
monwealth Joint Committee on Public Accounts. 


As a result of these developments the Comnonwealth 


mite ing 


Grants Commission was established by federal act in 1933. 
It is made up of three appointed members one of whom is 
designated as chairman. The members are appointed on a 
part-time basis by the Governor-General in Council to 
whom they report (not to any particular minister) for a 
term not exceeding three years on any one anvnointment, 
although succeeding terms have been quite usual. Mem-~ 
bers have been selected as a rule from the ranks of ex- 
political figures, retired public servants or from the 
pertinent professions of law, accountancy or political 
economy. As a rule one member has been from a claimant 
state and while all appointments are made solely by the 
Commonwealth, as a matter of political courtesy and 
tactics, the names of nominees are submitted to the 
Premiers of the claimant states. 

It is important to understand the status of the 
Commission. It is not a suvra-governmental body. While 
throughout the thirty-odd years of its existence it 
appears to have been entirely free from political in- 
fluence, its recommendations have no legal force in them- 
selves and are not binding on the Commonwealth. Parlia- 
ment must accept full responsibility for any grants made 
as a result of the recommendations, 

Very early in its life the Commission discarded 
the concept of compensation for national policy influence 


as a measure of assistance entitlement and affirmed that 
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the basis of its grant recommendations would be fiscal 
need. It has remained with that general concept ever 
since. 

It has relied on two particular principles: 

1) that the performance of government func- 

tions in a claimant state should reach 
acceptable standards. 

2) that the fiscal effort of the government 

of a claimant state should be at a 
reasonable level. 

The basis of judgment was made relative not abso- 
lute and based on the annual examination of the relation- 
ship of the budgets of the claimant states to those of 
the non-claimant states. For a number of years the non- 
claimant states were New South Wales, Victoria and 
Queensland while the claimant states were South Austral- 
ia, West Australia and Tasmania. Since 1959, South Aus- 
tralia has ceased to be a claimant state due to changes 
in its tax reimbursement position. In 1961, the Com- 
mission adopted a two-state standard of New South Wales 
and Victoria for purposes of determining its grants to 
the remaining claimant states of West Australia and 
Tasmania, In 1967, this was again revised to include 
all four non-claimant states in the developing of grant 
standards and in the most recent change West Australia 
has relinquished its claimant status, leaving only 


Tasmania, 


In the technical process of arriving at valid 


esky) 


budgetary comparisons the Commission is forced to make a 
number of adjustments or modifications to state budgets. 
The processes which are involved in setting the grants 
are extremely involved and depend not only on statistical 
and accounting methods but on evidence taken at formal 
hearings and throughout the country. Essentially, how~ 
ever, its finding are related to the level of tax sever- 
ity as an index of a state's relative efforts to look 
after itself and exvenditure standards which are based 
on selected classes of expenditure, with particular 
emphasis on the three social services of education; 
health, hospitals and charities; and public order. 

One cannot but be impressed with the idea behind 
the Commonwealth Grants Commission and the way in which 
it has carried out its functions over the years. But 
it is, in fact, only too easy to over-estimate the im- 
portance of the Commission in the scheme of Australian 
intergovernmental fiscal relations. Its relative in- 
fluence has been consistently lessened over time by the 
changing federal-state financial structure and with the 
reduction in the number of claimant states. Since the 
tax reimbursement grants have been divorced from the 
derivation principle and have become in fact, merely 
financial transfer with a number of special factors in- 
volved, the importance of the Commonwealth Grant pay-= 


ments has been minimized. In 1964-65, they totalled 
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but £ A 15.9 million out of a total payment to the states 
of £ A 494.3 million. Even in Tasmania, the state with 
relatively the greatest fiscal need, the grants were only 
&£ fA-7 3) ina totalvof 4 27.9.” 

Numerous suggestions have been made from time to 
time for the enhancement of the Commission's role. Even 
as far back as 1945, Robert Menzies, who was then Leader 
of the Opposition, proposed that the Commission's func- 
tions and staff should be greatly expanded so that it 
could undertake a review of the needs, resources and fi- 
nancial positions of all the states, not merely the 
claimant ones. But as sometimes hanpens ideas developed 
in opposition have less appeal when power is achieved 
and when he subsequently became Prime Minister he did 
nothing to put his proposals into overation. 

There were good reasons wny he did not. Any action 
to expand the role of the Commission to the extent he 
proposed would have altered its fundamental purpose. The 
Commission's approach to the question of fiscal adjust- 
ment has always been a relative one and to have asked it 
to determine the total allocation of revenues between the 
Commonwealth and the states would have forced it into 


judgments on the relative roles of the centre and the 


Isee J.-A, Maxwell, Commonwealth-State Financial 
Relations In Australia, Melbourne, 1967, C.2. 
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states in the Australian federation, It would have posed 
the question of the respective functions of the two 
levels of government and the sources of revenue which 
would have to be made available to meet tne costs. As 

a federally sponsored body, not only is it unlikely that 
such powers would have been accentable to the states, 
but the responsibility would, in fact, have usurped the 
legislative power of the central government to a larger 
degree. The role of this extent would have required a 
supra-legislative body inconsistent with the basic con- 
ceots of parliamentary democracy in Australia. 

But to say this is not to say that the role of the 
Commission could not be usefully expended. For example, 
Professor Prest, one of the former members has suggested 
that if the tax reimbursement payments were to be put 
on a fixed basis such as per capita, the Commission 
could logically be given the responsibility of deter- 
mining any specific payments that might be required. 
These are now largely determined by an ad hoe political 
preceee ea 

The reputation of the Commission has been deservedly 
and consistently high. Its vroposals have always been 


accepted by the central government and generally by the 


10,5, Prest, Federalism in Australia, Journal of 


Commonwealth Political Studies, Marcn 1967, po. 16. 
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states with a minimum of debate. It has contributed a 
great deal to the improvement of state administration 
through its investigations and recommendations for the 
standardizations of methods and procedures. An important 
contribution has been made through the publication of its 
detailed annual reports. This is important contrast to 
the activities of the Australian Loan Council whose pro- 
cedures have been carefully protected from public scru- 
tiny. 

It appears however that the Commission's success 
is in large part, a product of its limited role. If a 
larger and more penetrating responsibility were to be 
planned for it, numerous changes in techniques and a 
greater attention to the development of concepts would 


have to be provided. 
India 


There are some basic similarities in the Indian 
federation to the Canadian in the federal adaptation to 
parliamentary government in the British tradition ina 
large and varied country. But there are so many funda- 
mental differences of situation and vractice that one 
may well wonder what applications of Indian experience 
can be useful to a study of Canadian intergovernmental 
liaison in fiscal and economic matters, 


There are a number of things in the India experiment 
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which may prove helpful, however, provided that we do not 
try to apply them too literally and are prepared to con- 
sider them not as absolutes but as avenues of approach 

to a particular class of problems. 

The Indian experience is significant not only be-~- 
cause of its adaptations of classical federalism but be~ 
cause of the new paths it has taken in applying federal-~ 
ism to an underdeveloped country with a substantial 
record of developed central authority, which has been 
subject to strong if varying regional stresses, 

Conscious of its history when it came to develop 
the self-governing federal union, its leaders sought to 
provide constitutional correctives and extra-constitu-= 
tional devices in the form of various institutions and 
diverse organizational forms. Its experience with these, 
peculiarly its own, poses problems and issues of a nature 
that are not found in the conventional and developed 
forms of the federal state. While advanced nations of 
the federal type have in most respects moved from a 
laissez-faire to a mixed public-private economy through 
the path of state control and regulation, India started 
its life as an independent nation with a mixed economy 
and a pronounced bias for state activity. The role of 
government has not been merely that of regulation of the 
economy but has been concerned with direct stimulus of 
it by state participation in wide areas of production and 


distribution. 
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The growth of federalism in India is to a consid- 
erable extent, intertwined with the growth of constitu-~ 
tionalism and the national movement. In 1935 the Govern- 
ment of India Act attempted the decentralization of 
colonial control prior to the separation of India from 
Great Britain. In this period and subseauently there 
were strong demands on the part of the native Indian 
population for substantial decentralization. 

The trend toward decentralized authority which had 
been part of the British plans for reorganization changed 
with independence. The impact of partition of India and 
Pakistan and the merger of the princely states in the 
Indian federation stimulated an interest in a greater 
centralization of powers. The growth of Indian nation- 
alism and the personality of outstanding leaders such as 
Nehru, proved to be dominating factors in the accept- 
ability of this attitude. 

Recently, as regional interests have grown and the 
unifying forces of the independence movement have lessened, 
the impulse toward a greater degree of state power is to 
be seen. Perhaps in part this is attributable to a les- 
sening of the unifying control of the Congress Party. 

In turn the Congress Party likely has suffered from the 
growth of regional interests. 

India relied on the examples of other federations 


in forming its constitution, on Australia more than Canada 
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or the United States, although it drew on experiences 
from all. As written, it envisaged a strong centre with 
relatively weaker state units with boundaries, not in- 
flexible but subject to change by authority of the Union 
Parliament, 

While the constitution provides for a distribution 
of powers between the centre and state governments, it 
relies heavily on a concurrent list of matters on which 
either level may act. Residuary powers are with the 
Union and in case of conflict its powers prevail over 
those of the states. 

In addition to its advantages in the powers con- 
ferred under the constitution, the central government 
also exercises vower over the states by means of various 
authorities which override state sovereignty even in 
areas of constitutional jurisdiction. These include the 
power of reservation on state legislation by the state 
governors who are appointed by the Union president and 
the power to take over state administration in case of 
the breakdown of state authority. 

If we are to understand how such a large degree 
of centralism was acceptable to the widely diversified 
regions of India we must consider the principles, in- 
fluences and conditions under which India was founded 
as an independent nation. 


This centralization of authority was the direct 
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result of several forces: 

1) the federation was envisaged as a devolu- 
tion of powers from the centre to the 
regions and not as in Canada, Australia 
and the United States, a coming together 
of regional entities. The legal theory 
on which the federal constitution was 
based was the withdrawal or resumvtion 
of all the powers of sovereignty into the 
people and the distribution of the pvowers 
between the Union and the states. 


2) the tense political situation at the time 
the constitution was finally developed. 


3) the influences of socialism toward strong 
central authority. 


The financial relationships between the central 
government and the states goes back many years before 
independence. A system of grants and revenue assign-= 
ments had gradually been developed but no really signif- 
icant changes were made until the 1930's when plans were 
under way for the wholesale revisions which were to be 
incorporated in the Government in India Act of 1935. 

In settling the division of taxing authority the 
constitution-makers consciously went against many estab- 
lished forms in classical federalism. They did in fact 
take an approach to these problems which is strongly 
related to the more informal concepts of what we now call 
‘co-operative federalism', The mix of tax responsibility 
is a varied one and calls for four types of taxation 
sharing and assignment: 


1) taxes levied by the centre but collected 
by the states, 
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2) taxes levied and collected by the centre 

but assigned to the states. 

3) taxes levied and collected by the centre 

but distributed between the centre and the 
states. 

4) taxes levied and collected by the centre 

which may at Parliament's discretion be 
.distributed in whole or in part to the 
states. 
These are in addition to usual grants-in-aid for partic- 
ular purposes. 

The responsibility for fiscal and economic policy 
is clearly with the centre. This is partly based on 
historical, idealogical and party preferences and partly 
on the sheer necessity in a country where a good deal of 
equalization between regions is indicated by widely dif- 
ferent state economic capacities. 

It is often suggested that when the Indian consti- 
tution was being framed there was no very clear idea what 
the implications of a planned economy were for the fed- 
eral form. There seems no evidence to contradict the 
idea that planning has done little to adjust the many 
regional disparities and a widening of the resource- 
exvenditure gap is often to be noted. As in all feder- 
ations, this gap is the source of frequent conflicts 
and often competition not only between the states and 
the centre but between the states themselves. The de- 
mands vlaced on the constitutional vrovisions of the 


Union have clearly called for pragmatic as well as 
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formal vehicles and means of adjustnent. India has pro- 
ceeded to develop these with some ingenuity although not 


always with success. 


The Finance Commission 


The principal institution provided in the consti- 
tution for fiscal adjustment is the Finance Commission. 
It is required to be established every five years and 
revorts have been made as follows: 

First Commission 1952, Second Commission 1957, 

Third Comnission 1961, Fourth Comnission 1965, 

The Fifth Commission has recently been appointed. 

While the appointment of the Commission was made a 
constitutional requirement, details were left to Parlia- 
ment. These were provided by the Finance Commission 
(Miscellaneous Provisions) Act, 1951. This act pre- 
scribes that there shall be a chairman selected from 
among persons with experience in poublic affairs and from 
other members who should be selected from among those 
who, a) are or have been qualified to be appointed as 
judges of a High Court, b) have special knowledge of the 
finances and accounts of the government, c) have had 
wide experience in financial matters and administration, 
or d) have special knowledge of economics. It is cus- 
tomary for one of the anpointed members to be or have 
been an Indian civil servant and in this case he usually 


serves as the Secretary of the Finance Commission. The 
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work of the Comnission will normally last from twelve to 
eighteen months. Although in nearly all cases its vro- 
posals have been accented they are not binding on the 
Government of India. 

Under Article 280 of the Constitution the Commission 
is charged with making recommendations to the President 
on the following matters: 

a) the distribution between the centre and the 

states of the net proceeds of taxes which 
are to be or may be divided between them 
and the allocation between the states of 
the respective shares of such proceeds3 

b) the principles which should govern the 

grants-in-aid of the revenues of the states 
out of the Consolidated Fund of India, and 

c) any other matters referred to the Commission 

by the President in the interest of sound 
finance. 

"Thus the primary purpose of the Finance 
Commission is to assess the financial 
needs of the states in relation to the 
total needs of the federation. In this 
respect its authority extends to both 
revenue and capital sections, but owing 
to the variations and uncertainties of 
capital budgets, the Commission has con- 
sistently adopted the volicy of dealing 
only with the revenue part. As the First 
Commission noted, its work has involved 


*,.enot merely the needs of the states 
but the ability of the centre as well, 
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to assist the states by the transfer of 
a larger portion of its revenues'." 5, 


This matter of the fixing of the budgetary needs of 
the states is one of the important aspects of the working 
of the Finance Commission. The principles of approach 
in settling levels of assistance were laid down by the 
First Comnission on the following matters: 1) budgetary 
needs, 2) tax effort, 3) economy in expenditure, +) 
standards of social service, 5) special obligations and 
6) broad purposes of national importance. These prin- 
ciples stand well in theory but have in certain cases 
been difficult to aoply in vractice. 

Unfortunately it is not possible to analyse the 
methods employed as unlike the Australian Commonwealth 
Grants Commission, the Finance Commission does not pro- 
vide extensive documentation of its procedures although 
its reports are usually very full and instructive in 
other respects. The general process seems to be for a 
state government to furnish a quingquennial forecast of 
its position on the revenue section of its budgets. The 
Finance Comnission reviews the forecast and on the basis 
of its analysis in relation to its own information 
arrives at an independent understanding of the budgetary 
requirements of the state. The final end of the exer- 


cise is thus for the Commission to arrive at the finan- 


lRevort of the First Commission, 1952, para. 23. 
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cial need of each state in the areas of normal govern- 
ment exnenditure and outside the special influence of 
the economic develonment plan. Grants-in-aid are 
usually residual in character and are used to fill the 
gap after adjustments of the tax fields. 

While in some respects the work of the Commission 
parallels that of the Commonwealth Grants Commission, 
its activity has a much broader scope, somewhat akin to 
the extension of activity which Menzies at one time 
visualized in Australia. For in making its determina- 
tions, the Finance Commission is concerned not just with 
the interests of some of tne states but with the centre's 
own requirements as well, for a greater share of total 
resources to the states obviously means an equivalent 
reduction in the centre's share. The comnission's big- 
gest vroblem is probably in trying to arrive at some 
balance in this respect. Problems of derivation, sharing 
and equalization enter into its calculations on grants, 
both general and conditional. The various Finance Com- 
missions have been involved in a number of tecnnical 
and even volitical controversies in the course of their 
work. 

The activities of the Commission may be extended 
over a wide area at the request of the central government 
as was the case when the Second Commission was asked to 


make recommendations on loans to the states. Its task 
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is a difficult one full of unreconcilable complexities 
and not made easier by its non-continuous nature with a 
new commission every five years, and the lack of its 

own technical staff. 

While we have noted that its scone is much wider 
than that of the Commonwealth Grants Commission, in 
practice its activities have in some resvects been more 
restricted. For one thing, it has not found it practi- 
cable to assess the factor of tax effort on the part of 
individual states. This is not a matter of lack of 
will but is due to the fact that the comprehensive data 
necessary for such work are almost invariably lacking. 
The whole operation as a result of this lack, tends to 
be in a sense a mechanical one based on general rules 
and without the basic philosophy of equalization which 
is the foundation of the Australian approach. As a re- 
sult the work of the four commissions to date has not 
accomplished the degree of levelling of regional dis- 
parities that is really a basic justification for their 
existence. 

Some observers regard the failure to achieve its 
objectives as being a direct result of the lack of any 
consistent philosophy of federalism. The various com- 
missions appear to have had no consistent apvoroach to 
methodology and in some cases have allowed fiscal need 


to dominate their findings, in others devolution. Nor 
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does there seem to have been any success in establishing 
a proper relationship with the work of the Planning Com- 
mission as it relates to the responsibility of the 
centre for the economic development of the nation. 

But despite its apvarent short-comings in meeting 
the very substantial tasks set for it, the quasi-judicial 
approaches of the Commission have generally brought a 
good deal of harmony and some reason into avery tangled 
web of union-state relations. On the basis of the appar- 
ent growth in state power in various parts of the country, 
it may have a greater role to fill in the future. But 
it is only likely to be able to do this if it can develop 
a workable and acceptable federal philosophy, reach an 
understanding of its oroper relationship to the Planning 
Commission and, by means of more continuous life and 
better technical resources, provide a more objective 
and effective answer to the vroblems of state-federal 


finance in India. 
The Planni Commission 


Economic planning has been an important factor in 
Indian politics and in the patn of its development ever 
since the country achieved independence in 1947. Histor- 
ically, there is evidence of some considerable interest 
throughout the latter part of the period of British rule. 


The platform of the Congress Party in 1931 recognized 


cet 


the imoortance of planning to India's future. With the 
somewhat greater scope for provincial activity that came 
with the 1935 constitution, some activity of this kind 
could be found, although influence at the national level 
was small. 

In 1938 a conference of provincial ministers estab- 
lished the National Planning Committee with wide public- 
private membership under the leadership of Mr. Nehru. 

In this the Government of India took no part, but in the 
war years there was a gradually increasing awareness on 
its part of the importance of some positive action. In 
1943, a Reconstruction Committee of the Cabinet was 
formed under the Governor-General. A sevarate depart- 
ment of planning and development was constituted in 1944, 

The interim government of 1946 recognized the 
growing importance of planning in India for its coming 
independent future and proposed a full-time Planning 
Commission with adequate beaucratic support. Economic 
necessity made planning a generally accepted concept 
and it did not become a matter of political controversy. 
Independence and partition served to re-emphasize many 
old problems and created many new ones as well. These, 
many informed people believed could only be solved by 
planned activity uhder the control of the national govern- 
ment. It was recognized that the new re-distribution of 


existing wealth accomplished little or nothing and that 


Si tees 


the effective co-ordination of private enterprise and 
state activity would be a necessary part of any sound 
economic vrogress. 

It is somewhat anomalous that with the established 
recognition of the importance of the volanning function, 
no vrovision was made in the Constitution for any plan- 
ning organization. Perhaps the difficulties of ad hoc 
activity were not fully appreciated. Alternatively it 
may be that the conditions of the time were deemed to 
demand a degree of flexibility not always consistent 
with constitutional provisions. 

However, very shortly after the constitution was 
ratified, the Planning Commission was established by 
cabinet resolution under the following terms of refer- 
ence $ 

1) to make an assessment of the material, 
capital and human resource of the country, 
including technical personnel, and in- 
vestigate the possibilities of augmenting 
such of these resources as are found to be 
deficient in relation to the nation's re- 
quirements; 

2) to formulate a plan for the most effective 
and balanced utilization of the country's 
resources3 

3) on a determination of priorities to define 
the stages in which the plan should be 
carried out and propose the allocation of 
resources for the due completion of each 
stage; 

4) to indicate the factors which are tending 


to retard economic development and deter- 
mine the conditions which, in view of the 
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current social and political situation, 
should be established for the successful 
execution of the vlans3 


5) to determine the nature of the machinery 
which will be necessary for securing the 
successful implementation of each stage 
of the plan in all its aspects; 

6) to appraise from time to time the vrogress 
achieved in the execution of each stage of 
the vlan and to recommend the adjustment 
of policy and measure that such appraisal 
might show to be necessary; and 

7) to make such interim or ancillary recom- 
mendations as might be avovrovriate on a 
consideration of the prevailing economic 
conditions, current policies, measures 
and development programmes, or on an ex- 
amination of such specific vroblems as may 
be referred to it for advice by central 
or state governments for facilitating the 
discharge of duties assigned to it. 

The flexible apvroach was continued in the forma- 
tion of the Planning Commission. Neither the size of 
the body nor the qualifications of the members were pre- 
scribed, quite unlike the procedure in the case of the 
Finance Commission. Subsequent steps which in effect 
converted the Commission into a quasi-nolitical body, 
may explain the reluctance to formalize. 

The Commission, as originally appointed, consisted 
of five members with the Prime Minister as chairman. 

The deputy chairman was resvonsible for the co-ordination 
of its activities. The concent of the Commission in re- 
lation to the resvonsibilities of government departments 


had not been clearly defined and very shortly after its 
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foundation conflicts as to resvonsibilities led to the 
resignation of the Minister of Finance. The answer of 
the Prime Minister was to appoint one of the commission- 
ers as minister of finance and shortly after, the deputy 
chairman was made minister of irrigation and power and 
minister of planning. These steps set the pattern of 
close government control which has been characteristic 
of the place of the Planning Commission in the scheme 

of government. This has been the basis of much of its 
power. It is apparent that the leaders of the Union 
Government olaced great enohasis on the authority of 

the government and were not disvosed to see them dis- 
sipated to an outside body which they might not be able 
to control, 

The form and membership of the Commission varied 
with the time but it now has fourteen members, seven of 
whom are ministers, one, the Prime Minister, being 
chairman. There are seven full-time members who have 
no government responsibilities and on whom the admin- 
istrative responsibility falls, under the direction of 
the deputy chairman. 

As the Commission has developed so has its inter- 
nal organization and complaints have been heard of the 
creation of a new and expensive bureaucracy. The former 
Prime Minister, Mr. Nehru was quoted as saying, "the 


Commission which was a small body of serious thinkers 
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has turned into a government department complete with a 
crowd of secretaries, directors, and of course a big 
puridingeie 

Six divisions have been formed each under the direc- 
tion of a full-time member. These are in the areas of 
natural resources, agriculture, and co-operation; indus- 
trial and mineral; social services, education, health and 
scientific research; transport, communication and admin- 
istration; social welfare, labour and employment; and 
international trade. 

The Commission has established two imvortant sub- 
sidiary organizations: 1) the Research Programme Commit- 
tee under which spnonsors research in problems of social 
and economic growth, and 2) the Programme Evaluation 
Organization which evaluates or arranges for the evalua- 
tion of work under the community development programme. 
It is also associated with the National Develovoment Coun- 
cil in the Committee on Plan Projects which analyses work 
done on projects in the interests of economy and effi- 
ciency. 

While the Planning Commission can only recommend and 
as an institution has no executive power, it has through 


its close and interlocking association with the Union 


12 ouoted in Asok Chanda, Federalism in India, 
London, 1965, p. 294, 
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Government exercised a great deal of actual influence. 
Much of this has been in areas of the constitutional 
authority of the states. While the Commission has made 
efforts to consult and to have action taken through the 
state organization in putting vroposals into effect, 
nevertheless it has had a strong centralizing effect on 
the federation. 

Many informed people in India have considered this 
a natural result of the vlanning function and the India 
Prime Minister at one stage was reported to have said 
thats 

"Planning is 100% centralization and nothing 

else. The centralized authority responsible 

for planning might be big and there might be 

joint planning by all states for the whole 

of India. But decisions by such an authority 

should be taken in an overall way and given 

effect to jointly. The Central Government 

and the State Government should be looked on 

as part of the same living organism which 

had a duty to look after the country as a 

whole ° i 
He added that the authoritarian approach might yield 
certain results which a democratic approach did not. 
Thus we see the justification given the overwhelming 
need and importance of total national development, some- 
times at the expense of local autonomy. 

The real problem of the Planning Commission as it 
is set up, is in the confusion of its interests and re- 


sponsibilities with those of the central government. 
Objectivity is often difficult to achieve under the 
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circumstances. The Commission itself would likely argue 
that it is an independent advisory body which attempts 
to view problems as a whole and in the context of the 
whole federal structure. Be that as it may, it is evi- 
dent that the Commission's role is complicated and in 
some ways seriously distorted by its present form. Its 
close and often indistinguishable central governmental 
relationship has led to misunderstanding with respect to 
its relationship, not only with states but with the in- 
dependent Finance Commissions as well. 

Perhaps in a country such as India with its great 
diversities and difficulties this is an inescapable 
necessity. How much its continuing central role is 
attributable to this and how much to the all-pervading 
presence of the Congress Party is hard to say. As this 
presence weakens, as it now shows signs of doing, we 
may see some evidence of the extent of the intrinsic 


strength of the Planning Commission in its present form. 


The predominant influence of the Union Government 
on the planning process has been modified in some part 
by the creation in 1952 of the National Development 
Council. It consists of the chief ministers of the 
states, the Prime Minister, the members of the Planning 


Commission and the central cabinet. Its objects are: 
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a) to strengthen and mobilize the effort and 
resources of the nation in support of the 
plan; 


b) to promote common economic policies in all 
initial spheres; 


c) to ensure balanced and ravid development 
in all parts of the country. 


Essentially its functions are: 


1) to review the working of the national plan 
from time to time, 


2) to consider important questions of social 

and economic volicy affecting national 
develooment, and 

3) to recomnend measures for the achievement 

of the aims and targets set out in the 
national plan. 

On paper the Council has an important role to olay 
in the economic and social development of India. It could 
under the prover circumstances be the vital factor in co- 
ordinating central and state activity. There is a wide 
divergence of views as to its actual place in the scheme 
of things, however, from the concept of it as a federated 
"super-cabinet", to one of it as an ineffective forum for 
the exposition of regional demand, without influence or 
authority. 

As usual the truth vrobably falls somewhere between 
the two extremes. The Council has the positive qualities 
of providing a high level ovvortunity for Union-state 
discussion which should lead to better co-overation. It 


does, more than any other vehicle, provide the means for 


comnon understanding and identification of the areas of 
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interdependence which can go a long way toward the 
meeting of the many diverse requirements and interests 
that now exist. 

But in fact it seems to have been too much a 
prisoner of the political situation of the times to 
have adjusted its actions in response to the need. In 
this resvect the recent loss of some political power by 
the Congress Party may vrovide some release. By fail- 
ing to have specific tasks the Council, like so many 
organizations of the kind, loses itself in the maze of 
loose generalities. Having no functional responsibility 
it lacks the ability to come to firm answers and can 
seldom provide even a consensus of its own. 

If the National Development Council is to have a 
really effective role in the future, as it may if the 
political control of the centre continues to weaken, it 
would seem necessary that it be converted to a body of 
working resvonsibility. In that there is the ever- 
present danger of the overriding of legislative respon- 
sibility and the federal process. But this may be a 
risk that India will have to take under the special de- 
mands of its very difficult future. 


The Zonal Councils 


India has had more than its share of regional 


problems, not surprising in a land of religious, lin- 
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guistic and economic diversities, Although Article 263 
of the Constitution provides for inter-state councils 
only very limited use has ever been made of this devise. 
The demands for state reorganization became very strong 
in the early 1950's and the Government of India ap- 
pointed the State Reorganization Commission to examine 
the whole question of state boundaries. In 1955 a nun- 
ber of important recommendations were made. As a result 
of these developments the Prime Minister proposed the 
organization of five Zonal Councils, representing states 
of like economic and cultural interests. These have in 
effect surplanted the idea of inter-state councils. 

The Zonal Councils were made up of a Union minis- 
ter nominated by the President, the chief minister from 
each state in the zone and two other state represent- 
atives nominated by the governor of each state concerned. 
The inclusion of a Union minister was considered neces-= 
sary to provide the cohesion which is often supplied by 
a representative of the larger national interest. Pro- 
vision was made for an advisory group consisting of a 
nominee of the Planning Commission and the chief secre- 
taries of the government of each state and other officials. 

The main puroose of the Zonal Councils is to pro- 
mote co-operation and the co-ordination of state activ- 
ities, Particularly, they are charged with making rec- 


ommendations on any matters of common interest in the 
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field of economic and social planning and any matter con- 
cerning border disputes, linguistic minorities and inter- 
state transport. 

The Councils meet infrequently for short sessions 
and most of the work is done through committees. On the 
whole, while they have not made any great steos toward 
their objectives, they have provided at least an ovpor- 
tunity for adjustment of some of the difficult regional 
problems that continue to exist. They have not developed 
a common outlook nor a solid front with which to approach 
the Union Government. It may not be in the interests of 
India that they should. In a country like India with 
wide diversities, the concept of zonal councils may have 
a great deal more to offer than in more homogeneous 
nations, provided they retain their identity and do not 
develop delusions of a greater purpose. 

With the great degree of state denvendence on the 
central government, there are, of course, a variety of 
contacts and a considerable interlocking of administrative 
processes whereby the states act for the centre and vice 
versa. The existence of a national civil service in 
certain fields of operation where members are under joint 
control and are seconded to the states is perhaps a 
unique feature of the Indian system, and inheritance from 
the old British rule. 

It is extremely difficult to make a judgment on the 
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Indian system of policy co-ordinating institutions or to 
relate it to the needs of more developed federations. 

So far a great deal has depended on a prenonderance of 
central control, which in turn has depended on a pre- 
vonderance of political power both centrally and in the 
states of one group, the Congress Party. As the influ- 
ence of the states grows as it now snows signs of doing, 
we may be able to develov a somewhat better idea of the 
effectiveness of the machinery that has been developed. 
There has so far been evident a desire for and a willing- 
ness to seek a consensus through necessary compromise. 

It would appear that only through a continuation of these 
attitudes can there be hope of effective survival of the 


Indian federation, 


Other Federations 


We mentioned earlier our intention to concentrate 
on these three federations which seemed to be most perti- 
nent to Canadian interests, the United States, India and 
Australia. However a brief reference to the situation 
in some of the new Commonwealth federations may be of 
some value, 

In the field of co-operative fiscal and economic 
institutions, these federations have been heavily in- 
fluenced by the Australian precedents of the Grants Com- 


mission and the Loan Council and by Indian experience. 
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Most of the newer federal constitutions have included 
provisions for commissions or councils to undertake 
fiscal adjustment at veriodic intervals and to co- 
ordinate public borrowing. Sometimes as in the case 
of the finance and fiscal commissions in Nigeria, 
Rhodesia and Nyasaland, and Malaysia, these have taken 
the form of independent expert advisory commissions, 
and where this has been the pattern their success has 
rested upon establishing a reoutation for imvartiality. 
In other examples, noticeably the finance councils 
specified in the constitution of Pakistan and Malaysia 
and the loan councils of Rhodesia and Nyasaland, and 
Nigeria, these have taken the form of bodies composed 
of representatives from the central and regional 
governments, providing regular occasions when inter- 
governmental bargains and comoromises might be negoti- 
ated. The degree to which these institutions have pro- 
vided flexibility both in balancing the revenues and 
exoenditures of the resnvective levels of government and 
in distributing financial resources among different 
regions can be seen by the frequency with which fiscal 
reviews have been carried out. 

All the new Commonwealth federations, except the 
defunct West Indies Federation, have followed and at- 
tempted to improve upon the Australian model in the 


allocation of financial power and resources and in the 


z 387 = 


machinery for harmonizing the fiscal onerations of the 
two levels of government. The arrangements in West 
Germany and Switzerland however, are very different. 
Some of the methods emnloyed have interesting examples 
which we could profitably consider but they do not fall 
within the limits of our terms of reference being more 
fundamentally different in nature. Similarly, while 
some of the vehicles and methods employed in the Euro- 
pean Economic Community are worthy of study, they re- 
late primarily to different problems of economic inte- 
gration than can be dealt with within the scope of 


this report. 
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Addendum - August, 1968 

The material on which the following inventory is 
based was gathered mainly during the first half of 1967. 
Hence, the inventory will be in some respects already 
out of date, although it should still serve as a reasonably 
accurate picture of the machinery for liaison which has 
been developed. 

While it was not considered feasible to attempt to 
update the inventory at this time, it was felt that note 
should be taken of the following significant developments: 
The (continuin Constitutional Conference - This is, in 
effect, the Plenary Conference of Prime Ministers and 
Premiers, but convened under a special name to carry out 
a particular task - to review the Constitution and determine 
what changes might be necessary or desirable. The first 
Constitutional Conference took place in February of 1968, 
and it was decided then that the Prime Ministers and Premiers 
should establish themselves as a continuing Constitutional 
Conference, which would meet as often as required to carry 
out a complete review of the Constitution. Sub-committees 
are to be created as required (see below). The following 
specific questions were included in the programme for the 


Constitutional Conference and its committees: 


official languages 

- fundamental rights 

- distribution of powers 

- reform of institutions linked with federalism, 
including the Senate and the Supreme Court of 


Canada 


= 398 


- regional disparities 
- amending procedure and provisional arrangements 


- mechanisms of federal-provincial relations. 


The Continuing Committee of Officials - This is a senior 


sub-committee of officials which reports to the Constitu- 
tional Conference and has the task of assisting the 

Conference in its work. including the coordination of 
research and staff work connected with the constitutional 
review. It is understood that all sub-committees of 
officials which may be formed to study particular aspects 

of the review will report to this Committee. (If any 
ministerial sub-committees are formed, these would have to 
report to the Constitutional Conference.) The Committee is 
composed of senior civil servants, frequently the Clerk of 

the Executive Council or his equivalent, from all governments. 
The first meeting of this Committee took place in May of 1968. 
The Sub-Committee on Official Languages - This is the only 
sub-committee reporting to the Continuing Committee which 

has been formed at time of writing (August, 1968). 


Secretariat of the Constitutional Conference - A Secretariat 


has been established to serve the Constitutional Conference, 
the Continuing Committee, and associated groups. It is 
connected to the Privy Council Office in the Federal Govern- 
ment for its general administration and budget, but is 
considered to be responsible to the Constitutional Conference 


and its Continuing Committee, in respect of its programme. 


eo 
The Confederation of Tomorrow Conference - This was an 
interprovincial conference of first Ministers (with 
federal observers present) which was convened by Ontario 
in November of 1967, to discuss the state of the Canadian 
federation and the direction in which it might develop in 
future. It is not known whether another such conference 
will be called, but a continuing committee of first Ministers 


was created. 


Interprovincial Continuing Committee of Premiers (Confede- 
ration of Tomorrow Conference) - The above mentioned 
conference created a committee composed of the first Ministers 
of four provinces, to meet from time to time and consider 


developments related to the subject matter of the Conference. 
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